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EXPORT  PROMOTION:  A  BUSINESS 
PERSPECTIVE 


THURSDAY,  JUNE  22,  1995 

House  of  Representatives, 
Subcommittee  on  Procurement,  Exports, 

AND  Business  Opportunities, 
Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:25  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  Donald  A.  Manzullo 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Manzullo.  The  subcommittee  will  come  to  order. 

Today,  the  subcommittee  will  continue  its  examination  of  Federal 
export  promotion  programs,  hearing  from  businesses  which  have 
participated  in  these  programs. 

Because  the  future  of  the  Department  of  Commerce  is  uncertain, 
it  is  appropriate  that  this  subcommittee  continue  its  review  of  the 
trade  promotion  programs.  These  programs  are  oftentimes  critically 
important  to  small  businesses  interested  in  exporting. 

Hopefully  our  first  witness.  Representative  John  Mica,  will  be 
here  soon.  He  is  also  chairing  his  own  Civil  Service  Subcommittee 
hearing  on  Federal  training  programs.  When  he  does  come,  he  will 
need  to  immediately  testify,  so  I  ask  the  witnesses  for  your  indul- 
gence so  he  can  speak  out  of  turn  if  necessary. 

Our  next  two  witnesses  will  set  the  stage  for  how  export  pro- 
motion programs  fit  into  our  Nation's  overall  competitive  picture 
and  if  they  make  economic  sense.  The  next  four  witnesses  will  com- 
ment on  how  these  trade  promotion  programs  have  actually  im- 
pacted the  companies  they  work  for.  I  am  particularly  interested  in 
how  they  learned  about  these  programs  and  if  they  felt  they  re- 
ceived sufficient  help  in  a  timely  manner.  Several  businesses  I 
have  talked  to  have  expressed  concern  about  the  confusing  maze  of 
trade  programs. 

[Chairman  Manzullo's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Let's  get  right  to  Mr.  Mica's  testimony. 
Good  morning,  John. 

TESTIMONY  OF  THE  HON.  JOHN  L.  MICA,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Mica.  Grood  morning,  Mr.  Chairman,  and  thank  you 

Chairman  Manzullo.  The  floor  is  yours. 

Mr.  Mica.  Thank  you.  Thank  you  very  much  for  inviting  me  and 
also  for  what  you  are  doing.  I  think  you  are  addressing  probably 
one  of  the  most  important  questions  before  the  Congress. 

(1) 


You  know,  as  we  debate,  Mr.  Chairman,  all  these  issues,  crime 
and  welfare  and  problems  in  our  society,  if  we  concentrated  more 
on  extending  business  opportunities — and  the  real  opportunities  for 
this  country  and  for  all  Americans  is  in  international  trade  and  ex- 
port. What  disturbs  me  is  it  is  one  of  the  areas  that  we  are  the 
least  organized  in,  the  least  able  to  participate,  the  least  able  to  as- 
sist medium  and  small  businesses. 

Mr.  Chairman,  I  got  so  excited  here — I  have  got  several  state- 
ments; and  I  would  like  to,  if  I  may,  offer  one  of  these  statements 
that  is  a  little  bit  lengthier  for  the  record. 

Chairman  Manzullxd.  Without  objection. 

Mr.  Mica.  Thank  you. 

[Mr.  Mica's  statement  may  be  found  in  the  appendix.] 

Mr,  Mica.  As  I  said,  again,  it  is  a  privilege  for  me  to  testify  be- 
fore your  subcommittee  on  the  issue  of  trade  programs  and  assist- 
ance, particularly  to  small  and  medium  business. 

Let  me  start  By  saying  that  for  7  years  in  the  private  sector  I 
served  as  an  international  business  trade  consultant.  Having  rep- 
resented both  large  and  small  business  interests,  I  believe  I  had  a 
good  vantage  point  and  opportunity  to  view  U.S.  trade  assistance 
to  American  concerns,  both  in  the  United  States  and  abroad. 

First,  let  me  say  again  that  our  trade  promotion  and  assistance 
programs  are,  at  best,  a  disorganized  mess.  We  have,  as  you  know, 
19  agencies  with  separate  missions  each  going  their  own  way.  In 
the  process,  we  spend  billions  of  taxpayer  dollars,  often  in  an  unco- 
ordinated and  often  in  a  very  inefficient  manner.  We  have  a  hodge- 
podge of  trade  activities  tacked  on  to  various  agencies  over  the 
years  that  I  feel  must  be  reorganized. 

As  you  may  know,  in  the  last  decade,  the  United  States  has 
lagged  behind  in  exporting  in  nearly  every  category.  If  you  look  at 
the  statistics,  they  really  become  scary,  even  the  statistics  of  April. 

This  week,  our  trade  deficit  reached  a  staggering  all-time  high  of 
$11.37  billion,  I  believe  it  was,  a  16  percent  increase  over  the  pre- 
vious month.  Unfortunately,  we  have  depended  and  relied  as  a  Na- 
tion on  domestic  markets  for  trade  while  our  international  competi- 
tors have  existed  and  survived  only  by  competing  in  foreign  mar- 
kets. Only  a  small  percentage  of  U.S.  firms  today  account  for  near- 
ly all  of  our  foreign  exports. 

The  ideal  solution  would  be  to  combine  most  of  our  19  agencies 
and  their  functions  that  deal  with  trade  and  export  promotions,  ne- 
gotiations, finance  and  assistance.  At  the  very  least,  it  is  critical 
that,  as  we  dismantle  and  reorganize  trade  and  export  functions 
from  the  Department  of  Commerce,  State  and  other  agencies,  that 
we  establish  a  coherent  basis  for  an  Office  of  Trade,  and  I  believe 
with  a  cabinet  level  status. 

While  I  concur  with  current  efforts  to  dismantle  certain  agencies, 
it  would  be  a  dramatic  error  to  leave  trade  promotion  and  assist- 
ance in  its  disorganized  state. 

In  order  to  compete  in  the  international  arena,  large  and  small 
businesses  need  every  bit  of  assistance  and  aid  to  succeed  today. 
The  embassies  of  other  nations — and  I  have  personally  observed 
this — ^have  become  trade  and  business  centers.  The  United  States 
has  twice  the  number  of  economic  officers  in  its  embassies  gather- 


ing  statistics  than  Foreign  Commercial  Service  officers,  just  to  look 
at  the  numbers. 

Our  AID  offices,  our  foreign  AID  giveaway  programs,  have,  I  be- 
lieve, in  the  neighborhood  of  16,000  full-time  and  contract  employ- 
ees, while  our  commercial  promotion  operations  abroad  pale  in 
numbers. 

For  example,  with  trade  delegations  and  in  visits,  I  found — let 
me  cite  one  place  in  Moscow — that  the  Foreign  Commercial  Service 
officers  I  could  count  on  one  hand,  while  AID  had  an  entire  build- 
ing filled  with  hundreds  of  employees.  Sometimes  I  wonder  if  our 
only  mission  is  aid  and  not  trade. 

Last  year  in  Brataslava 

Chairman  Manzullo.  That  is  a  good  slogan,  John. 

Mr.  Mica.  Last  year  in  Brataslava,  in  the  capital  of  the  emerging 
Slov^  former  eastern  bloc  nation,  I  visited  that  country  and  took 
a  small  U.S.  trade  mission  there.  I  was  stunned  to  find  that  the 
AID  office  is  larger  than  our  embassy,  and  our  embassy  has  one 
part-time  Foreign  Commercial  Service  officer  commuting  fi^om  Vi- 
enna. Again,  this  is  in  an  emerging  market. 

To  make  matters  worse  and  help  justify  their  existence,  AID  is 
now  in  the  business  of  opening  U.S.  commercial  offices,  and  what 
is  really  scary  is  they  have  limited  cooperation  or  coordination  with 
the  Foreign  Commercial  Service.  In  fact,  I  didn't  even  know  that 
the  office  was  opening  there,  and  I  am  a  Member  of  Congress  tak- 
ing a  trade  delegation  there.  That  is  how  disorganized  tnis  effort 
is. 

Ideally,  we  need  a  one-stop,  one-shop  trade  assistance  service  for 
small,  medium  and  large  business.  Let  me  say  off  the  cuff  that  I 
think  it  is  just  as — I  don't  want  to  neglect  large  business.  We  need 
to  assist  them  in  every  single  way  possible.  Oftentimes,  they  can 
fend  for  themselves  and  do  fend  well  for  themselves,  but  it  is  criti- 
cal that  we  also  assist  them.  But  we  do  little  or  nothing  for  our 
small-  and  medium-sized  businesses  to  be  able  to  compete  in  this 
current  disorganized  fashion. 

Ideally,  they  need  current  information,  both  large  and  small,  on 
market  opportunities,  financing  and  contacts;  and,  ideally  and 
minimally,  a  communication  link  between  our  trade  promotion  of- 
fices, financial  organizations  and  domestic  trade  offices  is  abso- 
lutely essential. 

While  large  U.S.  corporations  are  routinely  linked  around  the 
world,  our  U.S.  trade  offices  and  agencies  fail  to  know  what  the  left 
and  right  hand  are  doing  at  the  same  time. 

Let  me  conclude  here  by  sajing  U.S.  businesses,  small,  medium 
and  large,  again  should  have  instantaneous  and  updated  informa- 
tion on  trade,  business  and  service  opportunities  around  the  globe, 
and  we  have  that  capability. 

With  our  proposed  cutbacks  in  Government  restructuring,  re- 
sources formerly  used  for  AID  should  be  blended  into  trade  pro- 
motion and  assistance.  Fewer  State  Department  personnel  should 
be  collecting  statistics  and  more  should  be  promoting  trade  and 
U.S.  exports.  Again,  it  is  critical  that  we  provide  all  Americans 
with  the  capability  of  competing  in  the  international  marketplace 
with  the  tools  and  resources  to  be  successful.  Only  then  will  the 
United  States  create  jobs  and  opportunities  for  the  fixture. 


Those  are  my  remarks,  and  I  am  available  for  questions,  Mr. 
Chairman. 

Chairman  Manzullo.  Thanks,  John. 

[Mr.  Mica's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  My  understanding  is  that  the  Department 
of  Commerce  has  set  up  what  effectively  is  a  one-stop  shop  for 
small  businesses.  We  have  one  of  those  in  Chicago.  Do  you  have 
any  personal  knowledge  of  any  small  businesses  that  have  been 
trying  to  work  with  the  present  system  within  the  Department  of 
Commerce?  It  is  relatively  new.  It  is  maybe  18  months  old. 

Mr.  Mica.  Right.  There  are  some  efforts.  We  have  a  Trade  Co- 
ordinating Committee  and  some  others  to  bring  together  the  19 
agencies,  Dut  there  is  still  a  tremendous  amount  of  disorganization 
in  the  process.  Little — or  small-  and  medium-businesses  have  very 
few  opportunities. 

Let  me  say,  the  freshmen  Republicans  and  some  others  have  in- 
troduced a  proposal  that  puts  Foreign  Commercial  Service  office — 
takes  it  out  of  the  Department  of  Commerce,  which  is  dismantled, 
and  I  believe  puts  it  in  State  or — I  am  not  sure  where  it  goes.  I 
would  not  like  to  see  it  in  State.  It  should  be  under  a  separate 
trade  office. 

One  of  the  things  that  they  also  do  is,  we  have  their  U.S.  domes- 
tic counterpart  offices.  I  know  in  Florida,  I  think  we  have  two  in 
another  linking,  at  least  three  in  the  State.  I  think  it  is  important, 
at  least  initially,  to  keep  those  links  and  those  assistance. 

In  Miami,  for  example,  I  have  dealt  with  that  office;  and  they 
provide  great  service.  So,  you  need  a  domestic  component  where 
someone  can  go  and  get  information.  Ideally  with  comm.unications, 
computers,  linkage,  it  should  be  available  to  anyone  with  a  tele- 
phone and  a  computer.  But  we  are  so  far  behind. 

I  visited  Guatemala  about  18  months  ago,  went  to  the  Foreign 
Commercial  Service  office,  which  was  poorly  staffed,  not — I  mean, 
they  were  doing  as  good  a  job  as  they  could  but  not  in  numbers 
to  compete,  but  they  didn't  even  have  a  modem  for  their  telephone 
to  access  information. 

Ideally,  you  should  be  able  to,  if  you  were  in  a  small  town  in  Illi- 
nois, hook  up  to  your  computer  or  go  to  one  of  these  offices,  enter 
the  products  that  you  had  available,  also  retrieve  information  from 
Zaire  or  from  Brataslava  or  ^^m  Moscow  and  see  what  product, 
services,  business  opportunities  there  were,  if  it  was  well  coordi- 
nated. 

It  is  an  easy  thing  to  do,  inexpensive  thing  to  do.  Communica- 
tions companies  have  hooked  up  links  where  we  connect  our  Sears, 
we  connect  our  grocery  stores  across  this  country,  our  gas  stations. 
You  can  get  instantaneous  information.  Plus  our  embassies  are  the 
repositories  of  some  of  the  best  communications  links  in  the  world, 
which  could  also  be  used  in  this. 

The  other  experience  I  want  to  relate,  Mr.  Chairman,  is  of  me- 
dium and  small  businesses.  If  you  try  to  conduct  business — and 
most  of  the  Foreign  Commercial  Services  operate  out  of  our  embas- 
sies. Our  embassies,  over  the  last  20  years,  because  of  security  con- 
cerns, have  become  fortresses. 

Again,  as  a  Member  of  Congress,  former  Senate  staff,  when  I  go 
to  these  embassies,  it  is  like  trying  to  penetrate  the  Kremlin.  It  is 


almost  impossible  to  get  in,  and  that  is  for  an  American  citizen 
with  some  credentials. 

Can  you  imagine  a  small  businessman  iust  coming  in?  First  of 
all,  they  don't  have  the  resources  to  get  there,  and  then  it  is  dif- 
ficult to  get  in.  They  have  very  limited  resources.  Their  resources 
are  devoted  to  a  post  World  War  II  AID  mentality  giveaway,  so 
again,  we  get  back  to  aid  and  not  trade.  This  needs  to  be  reversed, 
and  we  can  provide  better  jobs  and  opportunities  on  both  sides  of 
the  Atlantic. 

Chairman  Manzullo.  John,  I  have  got  one  more  question.  A  pri- 
vate organization  recommended  in  the  reformulation  of  the  Depart- 
ment of  Commerce  that  the  Bureau  of  Export  Administration 
(BXA)  go  to  either  State  or  Defense.  Your  comments. 

Mr.  Mica.  That  would  present  some  problems,  because  they  have 
traditionally — ^both  State  and  DOD  have  not  been  advocates  of 
business  in  that  regard.  I  am  not  certain  where  we  would  end  up 
with  that  function,  but  it  is  important  as  we  understand  restruc- 
turing to  try  to  bring  together — and  there  have  been  several  meet- 
ings, as  you  know,  and  you  have  been  a  part  of  it  and  a  leader  in 
this  effort — to  bring  together  these  various  functions,  try  to  take  as 
many  as  make  sense  and  put  *,hem  together  into  an  Office  of  Trade 
and  use  that  as  the  nucleus.  If  we  can  get  this  together,  I  think 
the  United  States  will  be  absolutely  well  armed  to  serve  medium 
and  small  businesses  across  the  United  States  and  throughout  the 
world  in  the  world  marketplace. 

Chairman  Manzullo.  John,  I  appreciate  your  testimony.  You 
have  got  your  own  subcommittee  to  chair.  If  you  have  time  to  come 
back,  please  feel  free  to  sit  at  the  table. 

Mr.  Mica.  It  is  exciting.  We  have  AIDS  Act-Up  people  with  rub- 
ber gloves  on.  We  have  spares  that  we  could  bring  over  to 

Chairman  Manzullo.  What  subcommittee  are  you  chairing? 

Mr.  Mica.  I  chair  the  Civil  Service  Subcommittee,  and  we  have 
a  session  today  on  AIDS  training  in  the  Federal  workplace.  There 
has  been  a  lot  of  controversy,  so  we  have  an  exciting  hearing  down 
the  hall.  If  this  gets  dull,  come  on  over. 

Thank  you,  Mr.  Chairman,  and  again,  I  salute  you  on  your  mis- 
sion, just  the  public  airing  of  this,  and  as  we  move  forward,  your 
leadership  in  helping  bring  together  these  functions  so  we  can  do 
a  better  job  for  business,  both  small  and  large  and  for  the  Amer- 
ican people.  Thank  you. 

Chairman  Manzullo.  Thank  you,  John.  Appreciate  it. 

Let's  have  the  second  panel:  Mr.  Rosen,  Dr.  Cohen,  Mr.  Bowe, 
Mr.  Rogers,  Mr.  Arora,  Mr.  Beyer,  and  Dr.  Trueheart. 

Okay,  Dr.  Trueheart  is  coming  at  11  o'clock. 

One  of  the  things  this  subcommittee  likes  to  do,  and  we  have 
been  quite  successful  in  the  past,  is  to  start  on  time  and  complete 
all  of  our  testimony  within  1  hour  and  15  minutes.  So,  there  is  a 
light  there.  When  it  turns  yellow,  it  means  that  you  have  got  a 
minute  or  so  before  I  am  going  to  tap  you  down,  but  you  are  guests 
here.  You  come  here  on  your  own  expense,  so  I  just  want  to  make 
sure  everybody  has  the  opportunity  to  give  their  testimony.  Then 
we  will  have  time  for  interaction  a  little  bit  later. 

Chairman  Manzullo.  Let's  start  with  Mr.  Rosen. 

Mr.  Rosen.  Thank  you  very  much. 


Chairman  Manzullo.  Good  morning  and  welcome  here. 

TESTIMONY  OF  HOWARD  F.  ROSEN,  EXECUTIVE  DIRECTOR, 
COMPETITIVENESS  POLICY  COUNCIL,  WASHINGTON,  DC 

Mr,  Rosen.  Mr.  Chairman,  thank  you  very  much;  and  I  appre- 
ciate the  opportunity  to  meet  with  the  subcommittee  today  to  talk 
about  these  issues.  I  do  plan  to  speak  very  briefly  so  that  we  can 
have  more  of  a  discussion,  and  I  have  brought  a  complete  testi- 
mony which  I  would  like  to  submit  for  the  record. 

Chairman  Manzullo.  Without  objection. 

Mr.  Rosen.  Also  with  some  appendix.  Thank  you. 

Chairman  Manzullo.  Did  you  want  some  time  after  today  to 
submit  it? 

Mr.  Rosen.  No.  Everything  is  here.  Thank  you.  Thank  you  very 
much. 

I  am  representing  the  Competitiveness  Policy  Council,  which  is 
an  advisory  commission  that  brings  together  representatives  from 
business,  labor,  public  interest  and  Government. 

The  two  questions  that  I  think  are  on  the  table  today  are,  first, 
is  there  a  rationale  for  Government  support  for  export  promotion 
programs?  There  the  council  has  taken  a  position  that,  unambig- 
uously, the  answer  is  yes. 

The  second  question  is,  are  the  programs  appropriate  for  the 
needs  of  U.S.  exporters?  Here  we  have  more  qualification.  We  think 
the  level  of  programs  may  be  adequate,  but  we  may  not  be  allocat- 
ing those  resources  efficiently. 

Before  going  into  those  details  though,  I  think  it  is  important  to 
have  a  picture  of  how  at  least  we  see  what  is  going  on  in  the  U.S. 
economy.  We  are  at  a  very  interesting  crossroad  in  the  U.S.  econ- 
omy. On  the  one  hand,  we  are,  of  course,  the  most  productive  econ- 
omy in  the  world.  We  have  high  growth  rates.  We  create  millions 
of  jobs.  But  on  the  other  hand,  we  have  been  experiencing  stagna- 
tion in  living  standards,  measured  by  the  flattening  of  median  mm- 
ily  incomes. 

So,  we  have  this  anomaly  in  our  economy  right  now.  On  the  one 
hand  we  are  doing  very  well.  On  the  other  hand,  many  of  the  peo- 
ple, many  of  the  workers  in  this  country  are  not  enjojnng  the  bene- 
fits from  how  well  we  are  doing. 

Well,  what  does  this  have  to  do  with  exporting?  Well,  it  has  a 
lot  to  do  with  exporting.  In  fact,  we  would  argue  it  has  everything 
to  do  with  exporting.  The  council  has  created  a  strategy  for  dealing 
with  this  problem  of,  on  the  one  hand,  having  growth  but  not  in- 
creases in  income,  and  that  strategy  is  based  on  saving  more  and 
investing  better. 

What  we  mean  by  saving  more  is  that  we  need  to  consume  less 
of  our  income  so  that  we  save  more,  all  of  us.  That  also  means  the 
Federal  Grovernment,  and  that  is  why  we  are  in  support  of  elimi- 
nating the  budget  deficit.  But  once  we  get  that  additional  saving, 
we  have  to  invest  it  in  a  way  that  it  brings  us  back  the  highest 
return.  So,  we  need  to  consume  less  so  we  have  more  capital  avail- 
able. 

We  then  have — ^for  investment.  We  then  have  to  shift  our  invest- 
ments into  high  productivity  areas,  and  that  will  raise  incomes  so 


that  we  can  then  consume  more  than  we  currently  are  consuming 
in  absolute  levels. 

So,  in  order  to  consume  less  at  home,  produce  more  at  home,  and 
to  sell  more  abroad,  that  means  exports.  In  fact,  we  know  empiri- 
cally this  is  what  happens.  Export  industries  create  jobs  and  also 
pay  their  workers  more  than  on  average. 

Well,  if  this  is  such  a  good  solution,  why  don't  American  firms 
export? 

The  first  reason  I  think  they  don't  export  is  because  there  is  a 
lack  of  understanding  throughout  the  entire  economy  of  the  impor- 
tance of  exporting  to  our  economy,  as  you  heard  from  Congressman 
Mica,  and  I  won  t  repeat  that.  Other  economies  have  already  an- 
swered that  question  for  themselves,  and  we  have  been  a  little  bit 
late  in  coming  to  that.  But  I  think  that  has  to  come  from  the  top 
all  the  way  down.  Industries  have  to  understand  that  the  returns 
will  be  greater  if  they  export,  but  also  Government  policies  have  to 
send  a  message  that  we  promote  exports. 

But  there  are  also  other  difficulties  why  American  companies  do 
not  export.  One  is  because  of  the  difficulty  in  getting  market  infor- 
mation about  these  foreign  markets.  Another  is  because  of  the  dif- 
ficulty in  acquiring  financing.  It  is  perceived  that  financing — ^fi- 
nancing exports  is  more  riskier  than  financing  domestic  sales.  Well, 
those  two  reasons,  the  high  cost  of  information  and  the  difficulty 
in  getting  financed,  are  two  rationales  for  why  the  Government 
should  help  support  export  promotion  programs. 

I  should  note  that  these  problems  that  I  have  listed  are  exacer- 
bated for  small-  and  medium-sized  firms. 

In  addition,  there  is  one  other  thing  that  needs  to  be  mentioned 
and  that  is  that  our  firms  are  competing  against  foreign  firms  that 

f^et  that  kind  of  support  from  their  governments.  Ideally,  we  would 
ike  all  governments  to  step  back  and  to  allow  the  market  to  rule 
and  to  allow  competition  to  take  place,  but  we  are  not  at  that  stage 
right  now.  The  question  is,  are  we  more  effective  in  getting  to  that 
objective  by  reducing  our  limited  programs  right  now  or  by  nego- 
tiating fi-om  strength,  kind  of  meeting  the  opposition  with  these 
kinds  of  programs  and  then,  in  the  process,  hope  that  we  can  nego- 
tiate all  countries  getting  out? 

Well,  the  council  has  looked  at  these  issues  and  has  made  several 
recommendations.  As  I  said,  they  are  listed  in  my  testimony.  I 
won't  go  into  them  in  detail  except  to  mention  one,  and  primarily 
because  the — because  it  follows  on  what  the  Congressman  has  just 
said,  Congressman  Mica  has  just  said. 

Although  I  agree  with  everything  he  said  in  terms  of  the  impor- 
tance and  the  relative  importance  that  we  give  to  trade  versus  aid 
and  other  economic  issues,  I  would  note  that  what  we  really  need 
to  do,  in  addition  to  expanding  exports,  is  we  need  to  increase  the 
number  of  exporters.  We  have  many  companies  in  this  country  that 
don't  even  know  about  exporting,  so  they  don't  know  enough  to 
take  advantage  of  the  programs  that  we  currently  have. 

For  example,  the  one-stop  shop.  Although  I  encourage  those  pro- 
grams and  I  think  they  are  very  important,  we  also,  in  addition, 
must  do  outreach  so  that  we  can  encourage  firms  that  aren't  even 
thinking  that  way  to  start  thinking  about  exporting  and  then  take 
advantage  of  the  programs  that  we  have  already  in  place. 
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Now,  this  does  not  necessarily  mean  a  net  addition  of  Federal  re- 
sources. It  may  just  mean  shifting  how  we  spend  some  of  that 
money  or  using  some  of  our  existing  programs  in  a  different  way. 

For  example,  our  manufacturing  extension  program  could  be 
used  as  a  way  of  getting  people,  as  they  identify  these  new  tech- 
nologies and  products,  these  people  should  also  be  suggesting  to 
these  producers  they  should  think  about  exporting  and  tell  them 
how  to  find  out  more  about  doing  so. 

Let  me  quickly  give  you  my  conclusions.  The  first,  we  agree  with 
the  President  and  Congress  that  we  need  to  eliminate  the  budget 
deficit.  This  is  the  first  step  toward  increasing  national  saving. 

Second,  is  that  we  need  to — in  the  process  of  doing  so,  we  need 
to  shift  our  composition  of  Government  spending  and  we  need  to 
preserve  those  programs  that  increase  living  standards  so  that  we 
don't  hurt  the  problem  even  more. 

Third,  is  that  existing  Government  programs  in  export  promotion 
actually  help  U.S.  firms  become  more  competitive. 

Fourth,  we  need  to  focus  more  on  increasing  the  number  of  ex- 
porters, not  just  increasing  how  much  exporters  export. 

Last  but  not  least,  the  export  promotion  strategies  and  the  pro- 
grams that  we  have  in  place,  they  are  key  and  central  to  a  strategy 
of  saving  more,  investing  better  and  raising  U.S.  living  standards. 

Thank  you  very  much. 

Chairman  Manzullo.  Thank  you,  Mr.  Rosen. 

[Mr.  Rosen's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Dr.  Cohen. 

TESTIMONY  OF  STEPHEN  D.  COHEN,  PH.D.,  PROFESSOR  OF 
INTERNATIONAL  RELATIONS  AT  THE  AMERICAN  UNIVER- 
SITY, WASHINGTON,  DC 

Dr.  Cohen.  Thank  you,  Mr.  Chairman.  I  would  like  to  submit  my 
testimony  and  now  try  to  summarize  it  for  you. 

I  bring  a  skeptic's  view  to  the  subject  of  export  promotion.  I 
would  like  to  tell  you  the  reasons  I  favor  and  also  some  of  the  prob- 
lems that  I  see  with  the  arguments  in  favor  of  the  Government's 
export  promotion  efforts. 

I  am  not  an  expert  in  this  field.  I  am  not  a  businessperson.  Hope- 
fully, I  can  offset  that  ignorance  with  some  objectivity.  I  teach 
international  economic  relations  in  a  way  that  emphasizes  the  gray 
area  nature  of  most  international  economic  policy  decisions  where 
there  is  no  black  or  white,  absolutely  right  or  wrong  answer.  I 
think  this  whole  issue  of  export  promotion  is  one  of  those  classic 
dilemmas  where  good  arguments  can  be  marshaled  both  for  and 
against  export  promotion. 

One  other  thing  I  teach  is  export  policy — was  brought  to  mind 
when  I  was  listening  to  Congressman  Mica.  I  tell  my  students 
there  are  two  classifications  of  export  policy  in  the  world:  One,  that 
of  the  United  States,  and  two,  that  of  every  other  country.  Namely, 
every  other  country  has  a  genuine  priority  in  terms  of  policy  efforts 
to  maximize  exports.  In  this  country,  we  tend  to  talk  a  good  game; 
but  in  terms  of  actual  policy  implementation  it  is,  at  best,  a  second- 
ary policy  initiative,  for  reasons  which  I  will  be  happy  to  go  into 
later  on. 


In  looking  at  how  good,  bad,  or  indifferent  export  promotion  poli- 
cies are,  intellectually  we  have  a  problem;  neither  economic  theory 
nor  existing  data,  I  think,  can  provide  a  conclusive  demonstration 
one  way  or  the  other  as  to  how  effective  export  promotion  measures 
are.  As  I  suggested,  the  best  way  to  determine  the  effectiveness  of 
these  various  programs  is  to  suspend  all  of  them  for  4  or  5  years 
and  see  what  happens.  That  is  a  rather  draconian  test,  and  I  think 
in  the  meantime  we  will  remain  in  this  gray  area  looking  at  both 
the  pros  and  the  cons. 

Let  me  suggest  two  basic  guidelines  in  trying  to  evaluate  and 
measure  the  effectiveness  of  export  promotion  programs: 

First,  I  think,  from  a  policy  point  of  view,  it  is  critical  that  these 
programs  be  constantly  monitored  and  revised  in  the  wake  of 
changing  economic  conditions.  We  have  been  talking  about  export 
promotion  programs  collectively,  but  they  are  really  quite  a  dispar- 
ate group,  and  I  think  some  specific  programs  simply  make  more 
sense  than  others. 

The  immediate  problem  is — if  you  disaggregate  these  various 
programs — their  various  size  and  budget  support  have  more  to  do 
with  political  clout  and  historical  precedent  than  economic  logic. 

A  second  guideline  I  would  suggest  is  that  export  promotion  ef- 
forts really  need  to  be  kept  limited  in  terms  of  scope  and  expense, 
because — for  reasons  which,  again,  I  will  be  happy  to  get  into  detail 
later  if  you  wish.  Their  total  impact  on  domestic  employment  and 
on  foreign  trade  flows  is  what  I  would  classify  as  being  in  the  mar- 
ginal area.  Nevertheless,  there  are  reasons  to  support  export  pro- 
motions as  a  principle. 

To  summarize  my  testimony,  market  imperfections  are  pervasive 
in  the  international  marketplace.  The  idea  that  the  invisible  hand 
somehow  will  guide  U.S.  exports  is  simply,  I  think,  a  naive  and  po- 
tentially damaging  policy.  The  world  economy  does  not  work  on  a 
simple,  free-market  basis. 

Second,  exports  are  indeed  a  small  part  of  the  U.S.  economy.  But, 
again,  for  a  variety  of  economic  reasons,  they  are  very  important, 
very  desirable,  and  in  my  opinion  should  be  encouraged.  I  don't  be- 
lieve, however,  that  official  export  promotions  are  going  to  be  the 
dominant  factor  in  determining  U.S.  price  competitiveness,  overall 
export  flows,  or  the  innovativeness  and  sales  hunger  of  American 
companies.  All  of  those  factors  will  be  determined  elsewhere;  the 
most  important  determinants,  will  come  elsewhere. 

Let  me  turn  to  the  subject  that  the  subcommittee  asked  me  to 
concentrate  on:  the  macroeconomic  context  of  the  U.S.  trade  deficit 
and  of  export  promotion  efforts.  I  am  delighted  to  do  so  because  I 
found  that  some  of  the  advocates  have  presented  arguments  that 
I  find  artificially  optimistic  and  some  of  the  pessimists  I  think  have 
been  excessively  pessimistic. 

First  of  all,  I  think  that  the  people  who  unequivocally  endorse  ex- 
port promotion  measures  as  a  way  of  inducing  a  major  increase  in 
U.S.  exports  are  engaging  more  in  hope  than  empirical  proof.  It  is 
difficult  to  statistically  correlate  cause  and  effect  in  this  matter. 

The  Director  Greneral  of  the  U.S.  and  Foreign  Commercial  Serv- 
ice stated  in  a  communication  to  this  committee  that  efforts,  Gov- 
ernment efforts,  quote,  can  make  a  huge  difference,  close  quote,  in 
the  U.S.  trade  deficit.  Well,  I  just  don't  see  convincing  evidence  of 
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that,  and  some  of  the  budget  cutting  folks  may  simply  not  be  im- 
pressed with  her  general  endorsement. 

The  pessimists  talk  about  the  fact  that  we  as  a  country  can't  do 
anything  about  our  trade  deficit  because  of  our  budget  deficit,  the 
so-called  saving  investment  imbalance.  At  the  risk  of  sounding  like 
an  economics  professor,  at  least  for  a  couple  minutes,  let  me  talk 
about  this  so-called  statistical  identity  that  a  variety  of  people  use 
for  policy  recommendations  purposes,  including  a  soft-line  toward 
Japan. 

Their  argument  is  that  we  can't  do  anything  until  we  get  our 
saving  investment  imbalance  under  control,  specifically,  that  we 
have  to  reduce  the  budget  deficit.  Otherwise,  we  are  just  doomed 
to  have  a  big  trade  deficit.  This  statistical  identity  states  that  there 
is  a  statistical  correlation  between  a  country  that  has  inadequate 
savings  and  a  budget  deficit  and  a  current  account  deficit,  but  it 
does  not  talk  about  cause  and  effect. 

If  there  was  an  autonomous  increase  in  U.S.  exports,  which  there 
could  be,  and  this  closes  the  trade  deficit,  this  trend  would  gen- 
erate both  jobs  and  corporate  profits.  The  bottom  line  is  that  in- 
creased exports  eventually  would  generate  more  tax  revenue  and 
more  saving.  So,  the  idea  that  there  is  a  statistical  identity  in  the 
saving-investment  area  that  somehow  puts  a  ceiling  on  our  export 
potential  is  simply  factually  wrong. 

The  other  incorrect  analysis  in  terms  of  economic  theory  that  I 
would  point  out  is  some  people  say  there  is  no  point  in  boosting  ex- 
ports because  what  that  will  do  is  push  up  the  dollar's  exchange 
rate;  and  as  the  dollar's  exchange  rate  appreciates,  this  will  make 
U.S.  goods  more  expensive  and  less  competitive  and  we  will  be 
right  back  where  we  started  from. 

Well,  in  looking  at  the  last  10,  12  years  of  international  mone- 
tary history,  it  is  just  plain  wrong  to  assert  that  there  is  a  one-to- 
one  correlation  between  changes  in  the  trade  balance  and  changes 
in  the  dollar.  During  the  early  and  mid-1980's,  the  United  States 
was  developing  the  biggest  trade  deficits  in  the  history  of  the 
world,  but  the  dollar  continued  to  appreciate.  Capital  fiows  and 
speculators  are  now  the  major  factors  that  move  exchange  rates, 
not  an  improvement — or  determination — in  the  trade  balance. 

So,  to  conclude,  my  bottom  line  here  is  that,  in  macroeconomic 
terms,  there  is  clearly  a  potential  for  expanded  U.S.  exports  and 
that  such  an  expansion  is  desirable.  At  least  at  the  margin,  U.S. 
Government  export  promotion  efforts  can  help  increase  U.S.  ex- 
ports. 

With  respect  to  arguments  about  budget  cutting,  I  think  Govern- 
ment export  promotion  efforts  are  an  appropriate  second-best  re- 
sponse. It  would  be  best  to  have  a  perfectly  functioning  world  mar- 
ketplace. We  don't.  It  would  be  nice  to  have  other  countries  give 
up  subsidized  export  finance.  They  are  not  likely  to  do  so.  I  think 
we  have  a  terrific  opportunity  to  revise  and  reorient  our  export  pro- 
motion programs  because  of  the  rising  U.S.  deficit,  the  Congress' 
determination  to  reduce  the  budget  deficit,  the  agricultural  agree- 
ments and  other  agreements  at  the  Uruguay  Round,  and  the  possi- 
bility that  the  Commerce  Department  will  be  downsized  or  elimi- 
nated. 
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I  think  the  Congress  has  a  major  role  to  play  in  perhaps  addi- 
tional legislation  forcing  the  Traae  Promotion  Coordinating  Com- 
mittee to  enumerate  specific  export  priorities,  something  that  they 
have  started  but  don't  seem  to  have  come  anywhere  near  comple- 
tion. Thank  you. 

Chairman  Manzullo.  Thank  you  very  much. 

[Dr.Cohen's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  There  is  a  war  going  on  on  the  floor  of  the 
House  of  Representatives  as  we  speak,  so  if  a  vote  comes  I  beg  your 
indulgence.  But  I  would  like  to  ask  the  rest  of  the  panelists  if  you 
could  get  right  to  the  quick.  Both  of  you  gentlemen  did  an  excellent 
job,  but  if  you  could  move  a  little  bit  quicker  and  then,  at  the  end 
of  all  the  testimony,  if  we  have  more  time,  we  can  come  back  for 
a  little  more  dialogue.  But  just  dig  right  into  the  meat  of  the  sub- 
ject. 

Mr.  Bowe. 

TESTIMONY  OF  PETER  A.  BOWE,  PRESIDENT,  ELLICOTT  MA- 
CHINE CORPORATION,  INTERNATIONAL  OF  BALTIMORE, 
MARYLAND 

Mr.  Bowe.  Thank  you,  Mr.  Chairman. 

I  am  president  of  Ellicott  Machine  Ellicott  Machine  in  Baltimore 
is  a  110-year-old  manufacturer  of  dredging  equipment,  which  is 
heavy  construction  equipment.  I  want  to  give  you  some  context  for 
our  markets  and  our  competition. 

We  built  all  the  dredges  used  in  the  original  construction  of  the 
Panama  Canal,  so  we  have  been  involved  in  exporting  since  then. 
It  now  accounts  for  over  70  percent  of  our  annual  sales.  We  have 
only  150  employees  operating  from  one  plant  in  Baltimore.  We  are 
a  pure  exporter.  In  other  words,  we  build  everything  in  the  States. 
Our  competition  is  primarily  large  European  companies  who  are 
heavily  supported  by  their  Governments. 

Typically,  our  customer  is  the  transportation  ministry  of  a  for- 
eign government  and  frequently  a  newly  developing  country  like 
Indonesia,  China,  and  India. 

Our  equipment  is  used  in  infrastructure  projects,  which  means 
they  are  long-term  paybacks,  not  usually  financed  through  com- 
mercial sources.  As  you  can  imagine,  projects  like  roads,  ports,  air- 
ports, all  may  generate  a  demand  for  our  type  of  equipment.  Gen- 
erally there  is  a  Government  role,  both  in  the  decision  process  and 
in  the  financing. 

Given  the  nature  of  our  markets  and  our  products,  I  don't  think 
we  could  stay  in  business  if  we  didn't  have  access  to  financing  of 
the  type  offered  by  Eximbank. 

We  also  frequently  use  the  U.S.  Foreign  Commercial  Service. 
Government  advocacy,  which  is  coordinated  by  the  Foreign  Com- 
mercial Service,  has  helped  us  on  a  number  of  occasions.  We  have 
also  used  TDA  with  some  success. 

I  have  attached  a  couple  articles  from  recent  issues  of  the  Balti- 
more Sun  about  two  projects  where  we  have  been  successful  in  In- 
donesia and  Vietnam,  contributing  about  $35  million  of  future  reve- 
nues to  our  business.  Both  projects  were  a  direct  function  of  sup- 
port from  Eximbank  or  advocacy  or  other  Government  roles. 
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In  addition,  I  would  like  to  enter  an  article  I  wrote  in  The  Wall 
Street  Journal  last  October,  1994,  about  support  that  we  received 
from  the  Commerce  Department. 

These  two  successes  alone  will  generate  about  150  jobs  for  us 
and  our  vendors.  As  a  manufacturer,  over  half  of  our  sales  dollar 
goes  back  to  other  companies  as  purchased  items. 

Our  European  competition  all  have  support  at  least  equal  to  or 
greater  than  what  we  now  receive  from  the  U.S.  Grovernment.  For 
example,  as  we  are  sitting  here  today,  my  largest  competitor,  a 
Dutch  company,  is  traveling  through  Asia,  together  with  the  Dutch 
Prime  Minister.  They  are  working  together  to  secure  as  many  sales 
as  they  can.  That  is  not  an  isolated  incident,  unfortunately. 

Chancellor  Kohl  of  Germany  has  worked  specifically  for  dredge 
sales  for  our  German  competitor.  I  don't  expect  President  Clinton 
to  work  on  my  behalf,  but  it  is  nice  to  have  access  at  the  Cabinet 
level  for  advocacy,  recognizing  that  we  are  not  going  to  get  Presi- 
dential level  support. 

Both  our  Dutch  and  German  competitors  have  benefited  from 
soft  loans  and  tied-aid  loans  with  a  value  of  hundreds  of  millions 
of  dollars  in  developing  country  markets  like  India  and  China  and 
Indonesia.  This  has  taken  business  away  from  us. 

The  Foreign  Commercial  Service  has  been  acting  as  our  official 
eyes  and  ears  for  us  and  companies  like  us.  They  have  relation- 
ships with  the  staff  and  the  ministers  of  foreign  governments  so 
they  know  where  future  project  opportunities  lie.  Their  knowledge 
and  input  supplements  information  which  we  gather  from  our  own 
sales  people  and  from  our  local  representatives.  They  give  credibil- 
ity with  foreign  governments  to  small  exporters  like  us  who  may 
be  unknown  in  certain  markets  overseas. 

Foreign  governments  expect  evidence  that  the  U.S.  Government 
supports  their  exporters,  and  this  comes  from  the  Foreign  Commer- 
cial Service  and  the  Ambassador.  Certainly  our  competition  rou- 
tinely gets  support,  whether  it  is  a  letter  from  the  Ambassador  or 
their  trade  minister  or  their  transportation  minister. 

We  have  found  the  Advocacy  Center  of  the  Commerce  Depart- 
ment veiy  responsive  in  coordinating  the  proper  support  from  the 
right  U.S.  Government  officials.  When  our  customer  is  a  foreign 
government,  they  are  receptive  to  official  communication  from 
American  Grovernment  officials.  Advocacy,  I  think,  is  an  inexpen- 
sive way  to  promote  exports. 

In  our  recent  contract  with  Vietnam,  there  was  no  official  sup- 
port from  Eximbank  or  OPIC  because,  of  course,  we  have  no  diplo- 
matic relations;  and  advocacy  alone  was  the  key  factor  in  our  suc- 
cess. Interestingly,  in  that  case,  the  State  Department  took  the 
lead  because  there  were  no  Commerce  Department  people  there.  I 
can  say  that  the  State  Department  officials,  both  in  Hanoi  and  in 
Washington,  did  a  wonderful  job  of  explaining  our  case  and  actu- 
ally taking  it  right  up  to  the  prime  minister,  which  was  crucial  to 
our  success. 

There  has  been  some  talk  in  Congress  of  dismantling  export  pro- 
motion functions.  These  functions  are  so  important  to  our  ability  to 
export  that,  without  them,  I  seriously  would  consider  moving  our 
manufacturing  facilities  to  a  country  which  maintained  them,  such 
as  Canada.  Without  Eximbank,  I  think  that  companies  in  the  con- 
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struction  equipment  business  and  heavy  capital  goods  just  couldn't 
stay  in  the  export  market. 

I  also  happen  to  be  a  member  of  the  board  of  the  Small  Business 
Export  Association  headquartered  here  in  Annandale,  Virginia. 
SBEA  is  the  only  national  advocacy  organization  for  small-  and 
mid-sized  exporters.  Our  members  are  faced  with  the  same  prob- 
lems as  Ellicott  in  trying  to  remain  globally  competitive.  We  rely 
on  the  Department  of  Commerce  for  advocacy,  trade  information, 
dealer  distributor  searches  and  country-specific  counseling. 

The  proposed  budget  cuts  would  seriously  hurt  small  exporters 
and  be  devastating  to  many  of  our  members  and  hopefully  soon-to- 
be  members  who  are  ready  to  export.  SBEA  has  done  a  number  of 
studies  on  export  finance  and  promotion  which  shows  we  are  al- 
ready at  a  disadvantage  when  compared  with  our  European  com- 
f>etitors  and  Japanese  competitors.  We  should  be  doing  more,  not 
ess. 

I  would  like  to  offer  one  of  these  studies  for  the  record.  That  is, 
"Export  Finance:  How  the  U.S.  Measures  Up." 

Chairman  Manzullx).  Without  objection.  You  can  put  those  in. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  Manzulix).  The  president  of  your  organization  just 
slipped  in  the  door.  Thank  you  for  being  here. 

Mr.  BowE.  Good  for  him. 

In  conclusion,  I  would  be  happy  to  provide  some  additional  anec- 
dotes providing  specific  cases  in,  say,  Venezuela  or  Paraguay  or 
other  countries  where  different  Governmental  programs  have 
worked  in  a  key  way  towards  our  success.  I  think  they  are  more 
effective  now  than  they  used  to  be.  They  continue  to  get  better. 

There  is  a  greater  need  for  coordination,  but  I  think  there  is  an 
understanding  among  the  key  officials  of  that  need,  and  I  see  the 
groups  working  generally  in  that  direction,  that  is,  toward  greater 
collaboration. 

Chairman  Manzullo.  I  appreciate  your  testimony. 

Let  me  take  a  minute  here. 

We  asked  the  Department  of  Commerce  to  come  up  with  a  sche- 
matic or  drawing  as  to  how  the  trade  promotion  programs  work. 
The  first  was  one  with  a  bunch  of  boxes.  Then  they  said,  well,  here 
is  the  one  with  the  concentric  rankings. 

[The  chart  may  be  found  in  the  appendix.] 

Now,  this  is  the  Department  of  Commerce's  own  view  as  to  how 
these  trade  promotion  programs  work.  Steve,  you  might  want  to 
have  a  copy  of  this  to  put  into  your  next  book  and  surelv  to  pass 
out  to  your  students.  But  this  is  what  we  are  trying  to  ao  here  is 
to  figure  out  what  is  going  on  with  these  trade  promotion  programs 
which  are  spending  $3.2  billion  a  year. 

Thank  you  for  your  testimony. 

Mr.  BowE.  Thank  you,  Mr.  Chairman. 

[Mr.  Bowe's  statement  may  be  found  in  the  appendix.] 

Chairman  IVIanzullo.  Mr.  Rogers. 

TESTIMONY  OF  PETER  ROGERS,  DIRECTOR  OF  MARKETING, 
MICROS  SYSTEMS  OF  BELTSVILLE,  MARYLAND 

Mr.  Rogers.  Mr.  Chairman,  subcommittee  members,  staff, 
attendees,  I  am  here  to  report  today  on  MICROS  Systems,  Inc.'s 
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positive  experience  in  achieving  successful  business  growth,  in 
large  part  due  to  exports  in  goods  and  services. 

Additionally,  I  will  relate  the  positive  experiences  MICROS  has 
had  with  the  Department  of  Commerce's  Baltimore  Office  of  Export 
Assistance,  more  commonly  known  as  the  U.S.  Export  Assistance 
Center,  or  USEAC. 

Overview.  As  a  point  of  introduction,  MICROS  is  a  world  leader 
in  developing,  marketing  and  supporting  superior  hospitality  infor- 
mation systems.  In  layman's  terms,  we  provide  sophisticated  point- 
of-sale  terminals,  more  commonly  called  cash  registers,  to  full  serv- 
ice and  fast  food  restaurants  and  hotels  worldwide. 

Additionally,  we  provide  hotel  reservation,  accounting  and  man- 
agement software  systems.  Our  systems  are  installed  in  over  75 
countries  worldwide  with  our  software  translated  into  over  at  least 
20  languages. 

MICROS  is  a  public  company  traded  on  the  NASDAQ  national 
market  exchange  and  is  a  majority  owned — 61  percent  owned — sub- 
sidiary of  Westinghouse  electric.  We  are  quite  independent.  We  are 
headquartered  in  Beltsville,  Maryland,  with  offices  throughout  the 
world. 

Our  customer  list  includes  many  of  the  leading  hotel  chains  in 
the  world  such  as  Marriott,  Sheraton,  Hilton,  Radisson,  Inter-Con- 
tinental, Hyatt  and  the  Ritz-Carlton  hotel  chains  and  many  others. 

In  the  restaurant  marketplace,  our  customer  list  includes  TGI 
fridays,  Planet  Hollywood — and  this  is  not  a  sales  pitch,  but  it  is 
important  to  understand  why  I  go  through  the  list  of  customers — 
Planet  Hollywood,  Burger  King,  Pizza  Hut,  Family  Restaurants 
and  even  the  U.S.  Senate  restaurants  and  manv  others.  The  long 
list  of  over  40,000  sites  installed  is  distinguished  by  one  key  fact — 
hospitality  is  a  global  and  service-oriented  business.  For  MICROS 
to  be  successful,  we  had  to  become  global. 

We  currently  employ  over  650  people  and  will  grow  to  800  within 
the  next  year.  Our  past  fiscal  year  revenues  were  $79.3  million  and 
this  year  will  show  substantial  growth.  As  a  point  of  fact,  in  1987, 
MICROS  had  sales  of  $18  million  and  140  employees.  So,  we  have 
had  a  significant  increase  in  employment  in  Maryland  and  support- 
ing companies  throughout  the  United  States. 

Our  growth  of  employment  is  tied  directly  to  MICROS  being 
international.  Simply  put,  were  we  not  international  in  focus,  we 
would  not  be  the  industry  leader  we  are  today.  For  us  to  continue 
our  growth,  we  need  to  grow  our  international  business  signifi- 
cantly. We  plan  to  accomplish  this  goal. 

Our  growth  is  due  to  having  superior  products  and  services,  a 
commitment  to  quality,  being  international  in  focus,  and  a  strong 
customer  service  mentality.  We  provide  mission-critical  information 
systems  to  businesses  that  depend  on  MICROS  for  continuous  oper- 
ation. If  their  systems  are  down,  they  are  out  of  business  until  the 
system  is  up.  Life  is  black  and  white  in  restaurant  hotel  operations 
when  systems  are  down.  They  are  either  working  or  they  are  not. 

MICROS  became  involved  internationally  through  its  customers. 
The  U.S.  based  customers  such  as  Marriott  and  Radisson  brought 
MICROS  internationally  in  the  early  1980's.  We  were  inexperi- 
enced internationally  then  but  had  a  desire  and  willingness  to 
learn  how  to  do  business  abroad. 
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Today,  we  have  over  50  international  distributors,  six  foreign 
subsidiaries,  and  a  major  investment  in  a  Grerman-based  hotel  soft- 
ware company  called  Fidelio  Software.  Our  international  sales  in 
1994  were  $23  million,  which  is  29  percent  of  our  total  sales,  and 
this  year  we  will  see  a  substantial  growth. 

Back  in  1980  when  I  joined  MICROS,  I  believe  international 
sales  were  approximately  $1  to  $2  million.  So,  you  can  see  in  that 
short  time  span  it  is  a  major  factor. 

MICROS'  experience  with  the  Baltimore  U.S.  Export  Assistance 
Center.  We  have  been  working  with  the  USEAC  since  1990,  a  pe- 
riod of  rapid  sales  growth  for  MICROS.  The  office  has  always  been 
service  oriented  and  professional.  Our  account  executives,  Mr.  Ste- 
ven Hall  and  Mr.  Nasir  Abassi,  have  been  extremely  helpful  in  pro- 
viding valuable  information  in  areas  such  as  ISO  9000  certification 
standards,  foreign  export  documentation,  notification  of  develop- 
ment projects,  assistance  in  finding  new  South  American  distribu- 
tors, developing  new  avenues  of  trade  financing  and  market  infor- 
mation in  foreign  companies. 

I  consider  the  office  as  an  important  information  source  for 
MICROS,  information  which  I,  in  my  role  as  Director  of  Marketing, 
send  to  my  offices  throughout  the  world.  Information  is  vital  to 
MICROS  in  successfully  gaining  market  penetration  in  new  areas 
of  the  world.  Our  efforts  to  become  a  leader  in  the  fast  food  infor- 
mation systems  business,  our  smallest  business  unit,  is  being 
helped  by  the  vast  amount  of  market  information  which  the 
USEAC  office  in  Baltimore  is  directing  to  MICROS  courtesy  of  the 
U.S.  trade  data  bank. 

I  was  amazed  last  year  when  I  first  became  aware  of  this  service 
about  the  wealth  of  information  generated  by  embassies  and  oper- 
ations around  the  world,  just  have  never  been  aware  of  that  and 
was  just  astounded  and  using  that  significantly. 

It  is  difficult  to  identify  precisely  the  quantitative  value  added  of 
the  USEAC  office  to  MICROS,  but  it  is  real.  It  is  an  important 
asset  to  have  people  which  I  can  turn  to  with  information  at  their 
hand.  While  the  development  of  on-line  services  will  aid  in  this 
flow  of  information,  having  knowledgeable  and  service-oriented  per- 
sonnel such  as  the  Baltimore  USEAC  office  is  invaluable. 

I  would  imagine  that  a  small  company  would  utilize  their  serv- 
ices to  a  greater  degree  than  MICROS  does,  due  to  our  extensive 
international  experience.  Our  international  issues  and  needs  are 
extremely  specific,  some  which  logically  cannot  be  addressed  by 
USEAC.  For  small  companies  entering  the  export  market,  these 
services  would  be  of  a  high  value  added. 

A  key  role  in  the  USEAC  office,  in  my  opinion,  is  acting  as  the 
entry  point  for  the  mountain  of  information  which  the  U.S.  Grovem- 
ment  possesses.  The  fact  that  I  have  knowledgeable  personnel  at 
USEAC  is  vital  for  companies  such  as  MICROS.  Since  time  is 
money,  having  a  central  point  of  contact  is  important  in  obtaining 
the  information  I  need  expeditiously.  For  small  companies  to  grow, 
having  a  Government  agency  focused  on  providing  information  is 
invaluable.  There  is  definitely  a  role  for  private  sector  export  con- 
sultants, but  a  Government  agency  can  provide  free  or  low-cost 
service  to  companies  in  need  of  valuable  information,  which  is 
there  for  those  who  know  where  to  find  it. 
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Since  so  much  of  our  future  is  based  in  competing  successfully 
in  a  global  economy,  having  a  focused  service  to  assist  small-  and 
medium-sized  businesses  is  vital.  I  suggest  looking  to  Japan's  Min- 
istry of  International  Trade  and  Industry  as  a  model  for  helping 
companies  develop  a  global  mentality. 

In  closing,  I  can  only  say  positive  things  about  the  USEAC  oper- 
ation in  Baltimore.  Their  office  director,  Mr.  Roger  Fortner,  is  com- 
mitted to  being  of  service  to  clients. 

Thank  you  for  the  opportunity  to  speak  today. 

Chairman  Manzullo.  Thank  you,  Mr.  Rogers. 

[Mr.  Rogers'  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  We  welcome  Congress  woman  Clayton,  who 
is  the  Ranking  Member. 

Cong^-ess woman,  did  you  have  a  statement  you  want  to  make  at 
this  time  or 

Mrs.  Clayton.  Yes. 

Chairman  Manzullo.  Go  ahead. 

Mrs.  Clayton.  Thank  you  for  holding  this  fourth  in  a  series  of 
hearings  on  trade  and  thank  you  for  the  opportunity  to  enter  my 
statement. 

Mr.  Chairman,  for  every  $1  million  we  make  available  to  finance 
export,  we  generate  $7  million  return.  More  importantly,  we  create 
new  jobs.  That  is  why  Peter  Hexler  of  the  UCI  Corp.,  Wilmington, 
North  Carolina,  and  many  of  his  65  employees  are  more  concerned 
these  days  about  how  things  are  going  in  Australia,  Japan,  and 
England,  because  that  is  where  an  increasing  amount  of  CUI  goods 
are  going.  That  wasn't  the  case  5  years  ago,  but  since  CUI  has 
started  developing  markets  overseas,  foreign  sales  have  grown  to 
5  percent  of  his  current  revenue. 

CUI  isn't  unique.  In  the  first  congressional  district  of  North 
Carolina  alone,  this  year  I  have  the  pleasure  of  representing — there 
are  more  than  400  small  companies,  some  not  so  small,  but  most 
of  them  small.  They  manufacture  goods  from  foreign  markets,  and 
nearly  two-thirds  employ  less  than  100  people. 

Even  more  impressively,  these  companies  have  seen  a  growth  in 
export  that  has  grown — outstripped  the  growth  rate  exports  for 
North  Carolina  and  the  Nation  as  a  whole.  All  in  all,  eastern  North 
Carolina,  which  is  rural,  ships  more  than  $1.3  billion  worth  of 
goods  and  services  overseas  each  year. 

More  and  more  of  the  economic  well-being  of  our  region  depends 
on  our  ability  to  sell  our  products  to  other  countries.  Clearly,  our 
ability  to  generate  good  jobs  in  the  future  is  tied  to  exports  and  the 
ability  of  local  companies,  small  and  large,  to  export  opportunities 
in  other  countries.  That  is  why  I  am  hosting,  as  a  congressional 
hearing,  a  jobs  through  exports  hearing  in  Wilmington  on  June 
23rd.  That  will  investigate  ways  that  Federal  and  State  agencies 
can  help  further  more  local  companies  gaining  access  to  foreign 
markets. 

As  a  member  of  this  subcommittee  and  as  appointee  to  the  Presi- 
dent's Export  Council,  I  have  learned  a  great  deal  about  the  rela- 
tionship between  exports  and  better  jobs,  and  one  of  my  top  prior- 
ities is  to  foster  job  creation  by  increasing  the  number  of  local  busi- 
nesses to  market  overseas. 
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The  time  when  our  region  in  North  Carolina  or  anyone  else  for 
that  matter  could  rely  solely  on  Grovemment  programs  to  generate 
jobs  is  gone  for  now.  Our  best  alternative  is  to  emphasize  growth 
in  the  private  sector.  Eastern  North  Carolina,  its  unique  combina- 
tion of  harbors,  and  Wilmington  as  a  city,  its  strong  interstate  sys- 
tem and  a  state-of-the-art  shipping  facility  that  is  proposed  with 
Global  Transpark  in  Kingston  make  our  area  particularly  well  suit- 
ed to  lead  an  export  boom. 

I  have  been  working  with  community  leaders  to  have  the  export 
Global  Transpark  designated  as  a  free  trade  zone,  which  would 
make  it  a  hub  for  international  shipping.  If  we  are  successful,  the 
seafood  caught  off  our  shores  in  Wilmington  could  well  be  in  Japan 
for  the  next  day's  dinner. 

All  in  all,  if  these  series  of  hearings  and  our  understanding  of  ex- 
panding opportunities  for  small  business  to  understand  how  they 
can  increase  their  job  and  their  business,  Mr.  Chairman,  our  hope 
will  guide  us  in  the  best  way  that  this  Nation  can  be  more  vigor- 
ous, more  competitive  and  more  engaged  in  the  process  of  helping 
small-  and  medium-sized  businesses  to  develop  market  opportuni- 
ties abroad. 

Eastern  North  Carolina  has  already  proven  itself  to  be  a  leader 
in  developing  new  markets.  With  good  planning  and  guidance,  we 
will  be  able  to  create  hundreds  of  more  small  companies,  such  as 
the  CUI  Corporation  and  thousands  more  jobs  like  those  who  are 
represented  on  this  panel. 

Thank  you,  Mr.  Chairman. 

[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Mrs.  Clayton,  in  your  program  coming  up 
this  weekend,  to  the  extent  that  you  have  any  written  statements, 
would  you  like  them  made  a  part  of  the  record  here  for  this  sub- 
committee? 

Mrs.  Clayton.  I  would  very  much  appreciate  that  opportunity. 

Chairman  Manzullo.  How  much  time  would  you  need — a  couple 
weeks — ^to  get  it  together? 

Mrs.  Clayton.  I  would  think  we  would  need  at  least  that.  Be- 
cause— although  we  have  a  stenographer,  who  is  not  as  accustomed 
as  pulling  the  minutes  together  as  we  do  in  the  subcommittee. 

Chairman  Manzullo.  Take  as  much  time  as  you  need.  Let  the 
record  note  that  that  additional  testimony  will  be  made  part  of  it. 

Let's  give  you  60  days  on  that. 

Mrs.  Clayton.  Appreciate  that.  We  will  not  take  all  that  time, 
but  we  certainly  appreciate  the  opportunity  of  entering  in  the 
record. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Rogers.  Mr.  Chairman,  one  last  comment.  I  think  it  is  criti- 
cal, as  we  move  forward  in  exports,  that  the  emphasis  in  education 
and  the  need  for  students  today  to  take  a  foreign  language  is  really 
paramount. 

I  speak  in  a  number  of  hospitality  related  schools  in  the  coun- 
try— Penn  State,  Delaware,  Cornell;  and  I  am  shocked  by  the  few 
students  that  have  the  ability  to  speak  a  second  language.  As  I  tell 
them,  you  are  in  a  global  business.  You  need  to  develop  that  capa- 
bility. 
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I  talk  in  my  testimony  about  the  mentality  for  an  international 
aspect,  and  that  is  really  fundamental,  I  believe.  It  is  something 
that  the  subcommittee — it  is  difficult  to  address,  but  that  whole 
concept,  the  need  to  learn  a  second  or  third  foreign  language 

Fortunately,  I  had  very  good  training.  I  can  speak  Spanish.  It 
was  a  great  nelp  2  weeks  when  I  was  in  Madrid,  as  well  as  Latin 
area.  But  that  concept,  fundamentally,  to  be  international,  we  have 
to  think  differently;  and  it  only  comes  through  study  and  the  rec- 
ognition that  things  are  different  abroad. 

Chairman  Manzullo.  I  appreciate  that. 

TESTIMONY  OF  RAJIV  ARORA,  VICE  PRESIDENT,  VIRGINIA 
TRANSFORMER  CORPORATION  OF  ROANOKE,  VIRGINIA 

Mr.  Arora.  Thank  you,  Mr.  Chairman  and  subcommittee  mem- 
bers. 

I  am  the  smallest  manufacturer  represented  here.  I  represent 
Virginia  Transformer.  We  manufacture  transformers.  We  have 
heard  that  most  of  the  Federal  programs  don't  work,  but  we  are 
a  living  example  that  with  the  help  of  the  smaller  scale  industries 
and  minority  development  programs  we  have  achieved  success. 

Virginia  Transformer  was  established  in  1971  to  supply  trans- 
formers in  the  nearby  Appalachian  Mountains.  During  this  period, 
we  developed  some  transformers  for  a  rectifier  and  started  produc- 
ing custom  transformers.  Finally,  we  achieved  $3  million  of  sales 
in  1982  with  50  employees. 

Today,  we  specialize  in  transit,  rectifier  transformers,  and  prob- 
ably we  are  the  only  manufacturer  in  the  world  in  the  rectifier 
transformer  for  transit  application  who  carries  100  percent  success- 
ful result.  Washington  Metro  has  several  of  our  transformers. 

But  this  was  not  possible  as  a  small  manufacturer  with  50  peo- 
ple. It  was  impossible  for  us  to  achieve  these  kinds  of  results  or 
even — customers  would  even  invite  us  to  participate.  But,  unfortu- 
nately, environmental  economic  conditions  derived  to  reduce  the 
work  force  to  18  people  in  early  1982,  and  we  ended  up  in  an  ex- 
tremely bad  financial  situation.  That  is  when  the  present  manage- 
ment took  over  this  challenging  job. 

Since  then,  1984,  we  have  been  profitable  every  year,  maintained 
a  constant  growth  of  at  least  20  percent  per  year  and  increased  the 
work  force  every  year.  We  have  never  laid  off  any  employee. 

Presently,  we  are  shipping  almost  $20  million  with  170  employ- 
ees, and  we  now  have  a  new  170,000  square  foot  new  facility.  We 
are  considered  the  best  quality  manufacturer,  a  reliable  manufac- 
turer, and  we  compete  with  large  manufacturers  worldwide. 

It  is  not  easy.  There  are  three  things  we  have  to  do:  First,  we 
have  to  be  price  competitive.  The  second  thing  is  the  quality.  We 
have  to  maintain  our  service  to  the  customer,  and  we  specialize  in 
all  three  and  we  have  maintained.  We  probably  are  the  only  manu- 
facturer, like  I  said,  in  rectifier  transformer  in  this  country  and 
probably  in  the  world  who  carries  100  percent  successful  result. 

All  of  this  was  not  easy.  With  the  help  of  our  people,  with  the 
help  of  the  Small  Business  Administration  and  minority  disadvan- 
taged programs  and  other  related  department  helps,  we  were  able 
to  pursue  and  reach  to  this  point. 
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About  2  years  back,  the  Department  of  Commerce  invited  us  to 
Mexico.  We  were  provided  a  space  by  the  Department  of  Commerce 
to  display  our  projects,  products.  Immediately  after  that,  within  3 
or  4  months,  we  were  successful  in  achieving  almost  $2  million 
worth  of  orders  from  Mexico. 

There  is  no  way  we  could  have  done  that  if  we  had  to  do  it  our- 
selves. We  didn't  have  that  kind  of  resources,  money  to  invest,  and 
there  is  no  way  we  could  have  dreamed  that  we  will  be  supplying 
for  a  cement  plant  in  Mexico  a  U.S.  manufactured  transformer.  But 
with  the  help  of  the  Department  of  Commerce  we  were  1  of  the  10 
companies  selected  by  the  Department  of  Commerce  to  participate. 

Several  times,  we  nave  been  out  in  the  foreign  countries  to  dis- 
play our  catalog  shows  with  the  help  of  the  Department  of  Com- 
merce. In  the  world  market,  we  compete  with  all  large  manufactur- 
ers. For  a  small  company  like  us,  it  is  not  possible  to  send  our  sales 
force  or  marketing  department  to  every  country.  Even  if  we  are 
successful,  we  will  not  be  able  to  represent  Virginia  Transformer 
because  most  of  the  manufacturers  will  have  a  question:  Who  are 
they?  But  if  we  go  with  the  help  of  the  Small  Business  Administra- 
tion or  the  Department  of  Commerce,  the  impression  in  the  cus- 
tomer's mind  is  extremely  different.  The  question,  who  are  they,  is 
never  asked. 

Our  biggest  threat  is,  if  support  from  all  these  departments  is 
eliminated  or  reduced,  it  is  just  not  possible  for  us  to  compete  with 
the  large  manufacturers  and  foreign  manufacturers  due  to  lack  of 
field  sales  staff,  marketing  efforts  and  other  related  items,  and  we 
are  afraid  that  we  might  be  back  to  our  1970's  or  80-people  oper- 
ation where  neither  employees,  nor  society,  State  or  Federal  Gov- 
ernment got  any  advantage. 

We  do  have  a  desire  and  we  have  dedication,  but,  Mr.  Chairman, 
whatever  programs  are  made,  please  do  not  kill  our  dreams.  Keep 
our  dreams  alive.  Thank  you. 

Chairman  Manzullo.  Thank  you,  Mr.  Arora. 

[Mr.  Arora's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Mr.  Beyer. 

Mr.  Beyer.  Thank  you. 

Chairman  Manzullo.  You  are  all  doing  very  well  on  time. 

TESTIMONY  OF  BURT  NORBERT  BEYER,  VICE  PRESIDENT/ 
CHIEF  FINANCIAL  OFFICER,  PROCEDYNE  CORPORATION  OF 
NEW  BRUNSWICK,  NEW  JERSEY 

Mr.  Beyer,  I  am  learning  a  little  about  protocol. 

I  guess  I  need  to  tell  you  that  it  is  OK  to  enter  into  the  record 
what  I  faxed  to  you  last  evening. 

I  would  like  to  start  with  some  background  on  Procedyne  as  our 
lead  in  to  our  experience  with  Federal  export  programs,  specifi- 
cally, Exim  Bank's  working  capital  guaranty  program. 

Procedyne  has  been  in  business  for  more  than  35  years  custom 
engineering  and  manufacturing  high-temperature  equipment, 
mainly  furnaces  used  in  a  variety  of  industrial  applications.  During 
the  past  5  years,  our  revenues  have  ranged  from  $6  to  $12  million, 
and  we  have  employed  from  50  to  90  people  at  our  New  Brunswick, 
New  Jersey,  facility. 
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Our  fundamental  technology  is  referred  to  as  fluid  bed,  meaning 
that  we  levitate  the  contents  of  a  furnace  by  injecting  a  combina- 
tion of  air  and  gases  into  the  furnace  bed.  Then  the  solid  contents 
behave  like  a  liquid;  hence,  the  term  fluid  bed. 

Some  of  our  exciting  new  developments  include: 

A  recent  joint  patent  with  Greneral  Motors.  This  technology  elimi- 
nates a  very  difficult  manufacturing  problem,  and  we  have  the 
happy  circumstance  that  the  foundry  sand,  which  with  conven- 
tional technology  was  contaminated  and  needed  to  be  disposed  of, 
is  now  clean  and  reusable. 

It  may  be  interesting  to  note  that  our  first  involvement  with 
Exim  Bank  was  the  financing  of  our  first  such  unit  with  GM 

Chairman  Manzullo.  Mr.  Beyer,  could  you  pull  the  mike  closer? 

Mr.  Beyer.  Sure. 

In  another  project  financed  with  Exim's  working  capital  guar- 
anty, we  believe  that  we  have  solved  a  major  aluminum  company's 
biggest  environmental  headache.  If  this  system  performs  as  ex- 
pected, we  should  receive  orders  from  each  of  the  company's  16 
other  facilities. 

We  also  recently  engineered  a  key  to  Nucor  Corp.'s  new  Trinidad 
facility  which  has  the  entire  steel  industry  excited  about  a  revolu- 
tionary way  of  making  iron  carbide. 

So,  with  all  this  wonderful  technology,  you  might  wonder,  why 
don't  we  simply  finance  our  projects  with  conventional  bank  financ- 
ing? Well,  the  company  was  consistently  profitable  until  the  mid- 
1980's.  At  that  time,  a  $50,000  to  $100,000  order  was  a  good  size 
for  us. 

The  company  decided  to  take  on  six  major  products,  averaging 
about  a  million  dollars  each.  This  led  to  a  difficult  period  of  R&D. 
In  the  end,  the  company  had  developed  some  really  happy  cus- 
tomers, all  giving  repeat  orders,  and  we  had  established  ourselves 
as  a  major  player  in  large-scale,  high-temperature  fluid  bed  retort 
systems,  but  our  capital  structure  was  not  strong  enough  to  attract 
tne  financing  of  our  large-scale  projects.  This  has  forced  us  to  cut 
back  in  several  key  areas,  including  sales. 

By  the  late  1980's,  Procedyne  was  roaring  back,  but  then  the 
U.S.  capital  equipment  recession  began  to  hurt  badly  and  so  the 
company  turned  to  export  as  a  means  of  survival.  We  went  from 
almost  no  exports  in  the  early  1990's  to  over  70  percent  last  year. 
While  we  see  a  small  pickup  in  the  U.S.  market  for  our  equipment, 
we  see  our  export  business  increasing  at  a  higher  rate  and  so  we 
plan  to  continue  a  high  level  of  export  for  the  foreseeable  future. 

I  can  tell  you  without  equivocation  that  we  could  not  have  at- 
tained this  growth  without  our  friends  at  Exim  Bank.  At  a  time 
when  our  capital  structure  couldn't  fetch  conventional  bank  financ- 
ing for  our  large-scale  overseas  projects,  some  of  which  take  more 
than  9  months  to  complete,  Exim  Bank  has  stepped  in  to  guarantee 
our  performance.  This  has  induced  a  commercial  bank,  NatWest,  to 
lend  to  us. 

More  specifically,  what  the  Exim  program  has  meant  to  us  is: 
Improved  cash  flow;  assured  materials  procurement;  the  ability  to 
quote  and  accept  jobs  with  meager  to  no  progress  payments;  the 
ability  to  provide  bank  letters  of  credit  securing  customers' 
progress  payments;  and  we  now  feel  secure  enough  to  have  recently 
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added  two  new  people  to  our  New  Brunswick,  operation — one  met- 
allurgist and  a  vice  president  of  international  sales. 

In  all,  we  have  exported  nine  projects,  totaling  $6  million,  with 
the  help  of  Exim  Bank;  and  we  are  currently  borrowing  against  five 
additional  projects  with  an  aggregate  sales  value  of  approximately 
$2  million. 

Our  technology  base  is  strong  enough  to  support  a  U.S.  labor  cost 
structure,  and  we  prefer  to  remain  in  the  United  States  near  Rut- 
gers and  Princeton.  But  we  need  to  increase  our  volume  in  order 
to  lower  our  per  unit  cost  so  we  can  more  effectively  deal  with  our 
competition,  which  comes  mainly  from  Canada,  Grermany,  the 
Netherlands,  India  and  Latin  America. 

We  see  Exim's  working  capital  guaranty  program  as  a  critical 
success  factor  in  our  overall  strategy  of  increasing  our  export  or- 
ders. 

In  summary,  we  feel  that  we  can  truly  call  people  at  Exim  our 
friends  as  they  help  us  make  the  transition  to  a  self-sufficient  glob- 
al supplier  of  large-scale  high-temperature  equipment. 

Thanks  for  your  attention. 

Chairman  Manzullo.  Thank  you,  Mr.  Beyer. 

[Mr.  Beyer's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Dr.  Trueheart. 

TESTIMONY  OF  WILLIAM  TRUEHEART,  PH.D.  PRESIDENT, 
BRYANT  COLLEGE,  NORTH  SMITHFIELD,  RHODE  ISLAND 

Mr.  Trueheart.  Thank  you,  Mr.  Chairman.  Good  morning.  Good 
morning  to  members  of  the  subcommittee. 

I  am  Dr.  Bill  Trueheart,  president  of  Biyant  College  of  Smith- 
field,  Rhode  Island.  It  is  a  pleasure  to  testify  before  you  today  on 
an  issue  that  I  and  my  college  have  tremendous  interest  in,  small 
businesses  and  gaining  access  to  international  markets. 

For  over  30  years,  Bryant  has  been  the  leading  educational  insti- 
tution in  Rhode  Island  in  the  development  of  programs  to  assist 
small  businesses.  In  our  State,  where  small  businesses  comprise 
over  98  percent  of  all  businesses,  the  positive  impact  of  Bryant's 
small  business  programs  has  been  immense  not  only  in  Rhode  Is- 
land itself  but  throughout  the  entire  Northeast  region. 

As  you  are  aware,  the  Northeast  has  experienced  significant  eco- 
nomic problems  over  the  last  few  years,  particularly  in  heavy  man- 
ufacturing and  defense-related  industries.  Long-standing  textile 
businesses  have  closed  their  doors  due  to  an  influx  of  lesser-quality 
cheaper  foreign  products.  In  general,  small  businesses  could  not  re- 
spond to  this  challenge  because  they  were  unprepared  to  view  their 
marketplace  from  a  global  perspective.  Most  simply  did  not  have 
the  basic  knowledge  and  tools  to  compete  internationally. 

Bryant  College,  in  partnership  with  regional  business,  and  local 
and  Federal  Government  took  on  this  challenge  by  refocusing  our 
efforts  to  provide  a  vehicle  for  small  businesses  to  gain  access  to 
foreign  markets. 

For  example,  in  1988,  we  created,  with  the  help  of  the  Depart- 
ment of  Commerce,  an  international  trade  center  designed  to  link 
Rhode  Island  businesses  with  potential  international  business  op- 
portunities. Soon  after,  our  Export  Assistance  Center  (EAC),  was 
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opened  to  create  an  on-line  data  base  for  businesses  to  obtain  criti- 
cal information  about  particular  foreign  markets. 

I  am  submitting  with  my  testimony  a  sample  computer  printout 
which  demonstrates  the  trade  information  available  by  computer  to 
small  businesses  through  Bryant's  trade  center.  The  printout 
shows  that,  among  the  many  options  available,  any  business  can  lo- 
cate specific  trade  data  for  the  country  it  wishes  to  sell  to,  and  the 
type  of  products  wants  to  market  within  that  country. 

Bryant's  International  Trade  Data  Network  will  search  its 
database  and  identify  the  markets  that  are  available  in  a  specific 
country  for  the  product  that  the  small  businesses  want  to  sell.  The 
computer  will  search  its  database  and  identify  appropriate  avail- 
able markets  in  that  particular  country. 

Initially  Bryant  College  focused  on  Rhode  Island  and  the  North- 
east region.  With  the  support  of  the  business  community,  the  State 
of  Rhode  Island  and  the  Federal  Government,  Bryant's  Inter- 
national Trade  Center  has  become  not  only  a  major  regional  center 
assisting  businesses  from  all  over  New  England  but  through  the  ef- 
forts of  our  Export  Assistance  Center,  it  is  now  national  in  scope. 

Currently,  the  service  has  55  sites  in  18  States,  Canada  and 
Malta.  Last  year  alone,  we  assisted  60,000  businesses  in  gaining 
access  to  trade/export  information  for  specific  products.  By  tne  year 
2000,  our  goal  is  to  provide  assistance  to  1  million  businesses. 

Last  year,  Biyant  College  opened  a  new  Center  for  International 
Business  and  Economic  Development  (CIBED)  and  consolidated 
both  the  international  trade  center  and  the  Export  Assistance  Cen- 
ter Programs  under  one  roof.  In  addition,  Bryant  has  taken  advan- 
tage of  a  program  authorized  by  your  subcommittee  to  create  a 
very  successful  Small  Business  Development  Center  (SBDC),  which 
is  widely  considered  to  be  one  of  the  best  SBDC's  in  the  country 
in  assisting  small  businesses  to  gain  access  to  international  mar- 
kets. 

As  you  can  see,  Bryant  is  able  to  provide  small  businesses  with 
a  complete  international  trade  and  export  assistance  package,  and 
we  are  very  proud  of  this  achievement. 

Also  submitted  with  my  testimony  is  background  material  on 
Rhode  Island  exports  and  Bryant's  International  Trade  Data  Net- 
work which  demonstrates  the  success  of  the  program. 

Our  job  is  far  from  over.  The  Northeast  still  faces  a  depressed 
economy  and  the  challenge  of  retooling  and  educating  small  busi- 
nesses to  help  them  achieve  their  full  international  business  poten- 
tial can  be  daunting.  However,  our  experiences  over  the  last  30 
years  have  proven  that  the  success  of  any  international  trade  pro- 
gram is  directly  linked  to  the  ability  of  businesses  to  access  easily 
understandable  and  usable  information. 

I  believe  it  is  important  to  have  a  college  like  Bryant  assist  in 
training  small  businesses  in  applications  and  new  products  to  in- 
sure that  businesses  are  aware  of  changes  that  are  surely  coming 
in  this  information  revolution. 

While  I  am  always  amazed  at  how  much  raw  material  on  inter- 
national trade  is  available  from  the  Federal  Government,  it  is  also 
clear  that  much  of  it  is  inaccessible  and  not  readily  understood  by 
small  businesses.  In  fact,  many  small  business  owners  are  quickly 
overwhelmed  by  the  massive  bureaucracies  they  often  face  and 
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soon  give  up.  International  trade  centers,  such  as  Bryant's,  play  an 
important  role  in  packaging  this  information  into  usable  form,  but 
even  universities  and  colleges  can  find  it  difficult  to  obtain  readily 
useful  information  from  the  Federal  Government.  Even  when  such 
information  can  be  found,  the  regulations  and  requirements  nec- 
essary to  ferret  it  out  from  the  agency  involved,  drives  up  our  costs 
and  often  hinders  our  ability  to  convey  it  to  small  businesses. 

To  help  overcome  this  problem,  Bryant  recently  developed  a  pro- 
posal to  disseminate  currently  available  but  largely  inaccessible 
data — including  video  information,  from  the  Department  of  Com- 
merce directly  to  small  businesses.  Having  knowledge  of  desired 
products  and  foreign  markets  is  only  the  first  step.  It  is  then  nec- 
essary for  small  businesses  to  have  current  information  on  national 
customs,  regulations,  tariffs  and  other  data  in  a  readily  usable  for- 
mat from  the  Commerce  Department  and  other  Federal  agencies. 

Bryant's  proposal,  named  the  "High  Technology/Telecommuni- 
cations Export  Assistance  Center,"  or  HiTAC,  would  be  a  coopera- 
tive venture  between  Bryant,  other  northeastern  universities,  re- 
gional Bell  telephones  systems  and  the  Federal  Government  to  link 
small  businesses  directly  through  their  computers  to  the  Govern- 
ment's information  highway.  This  would  permit  not  only  worldwide 
web  and  Internet  connection,  but  video  data  transmission  as  well, 
simply  by  going  on  line  through  a  local  data  bank  at  the  nearest 
participating  institution. 

Any  university  or  college  that  wishes  to  become  part  of  this  sys- 
tem as  a  satellite  trade  center  could  provide  a  tailor-made  system 
to  clients  within  its  service  area.  The  service  would  be  free  to  small 
businesses  and  would  create  a  vehicle  to  get  this  important  infor- 
mation from  the  Commerce  Department,  other  Federal  agencies 
and  foreign  experts  directly  to  the  business  community.  I  hope  you 
agree  that  this  is  the  type  of  innovative,  high  technology  program 
needed  to  insure  that  all  small  businesses  have  equal  access  to 
international  trade  information  as  do  larger  businesses  with  their 
legions  of  lawyers  and  business  advisers. 

The  HiTAC  proposal  and  similar  programs  are  the  first  of  many 
steps  needed  to  begin  to  address  international  trade  problems.  We 
must  give  our  small  businesses  the  tools  to  compete  on  an  inter- 
national basis.  I  hope  that  you,  Mr.  Chairman,  and  the  members 
of  this  subcommittee  will  continue  to  support  international  trade 
and  export  programs,  as  well  as  the  SBDC  which  could  be  vital  to 
small  business.  This  is  essential  in  the  current  budget  environ- 
ment. To  do  otherwise  would  be  short-sighted  and  a  disservice  to 
small  business  and  our  Nation's  overall  ability  to  face  foreign  com- 
petition, both  in  the  United  States  and  overseas. 

Thank  you.  Chairman  Manzullo  and  members  of  the  subcommit- 
tee for  the  opportunity  to  testify  here  today,  and  I  look  forward  to 
answering  any  questions  you  may  have. 

[Mr.  Trueheart's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzulix).  Dr.  Trueheart,  if  you  could  furnish  for  us 
a  written  statement  showing  in  detail  how  these  enterprises  were 
set  up  at  your  college,  showing  the  source  of  funding.  Make  that 
as  comprehensive  as  possible  because  you  are  apparently  doing  in 
the  private  sector  what  many  people  are  attempting  to  do. 
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As  you  stated  so  succinctly  in  your  testimony,  the  information  is 
out  there.  The  question  is  how  to  throw  a  grapphng  hook  on  top 
of  it  in  order  to  reign  it  in  and  make  it  more  useful.  If  you  would 
be  so  kind  as  to  send  that  testimony  directly  to  Mr.  Eskeland  and 
also  an  original  copy  of  that  to  Mrs.  Clayton  directly  at  her  office. 
What  is  your  address? 

Mrs.  Clayton.  222  Cannon. 

Chairman  Manzullo.  222  Cannon.  If  vou  could  send  that  to  her 
directly,  she  is  as  much  interested  in  this  document  as  I  am.  So 
I  appreciate  that  very  much. 

Mr.  Trueheart.  I  shall. 

Chairman  Manzullo.  We  have  a  lot  of  questions  here,  not  that 
much  time.  This  is  an  exciting  panel  of  what  has  been  going  on 
here. 

Let  me  welcome  Mr.  Chabot.  I  am  glad  that  you  could  make  it 
here,  Steve. 

Let  me  ask  a  question;  and  if  you  could  try  to  limit  your  answers 
to  as  short  a  period  of  time  as  possible,  I  would  appreciate  it. 

Mr.  Rosen,  you  talked  about  cuts.  This  is  not  an  appropriations 
hearing,  but  there  are  going  to  be  cuts  by  necessity  because  of  the 
$4.8  trillion  national  debt  that  we  have.  My  question  to  you,  which 
I  also  throw  out  to  everybody  on  the  panel  is,  how,  if  at  all,  can 
we  move  toward  privatization  of  governmental  functions.  If  so,  or 
even  not  so,  what  about  user  fees  for  these  services?  Go  ahead. 

Mr.  Rosen.  First  of  all,  just  listening  to  this  panel,  I  must,  as 
a  person  who  has  been  working  in  public  policy  for  the  last  20 
years,  commend  you  for  both  asking  the  right  questions  and, 
present  company  excluded,  inviting  the  right  people.  I  think,  unfor- 
tunately, there  is  not  enough  of  that  being  done  in  this  city  right 
now,  and  I  commend  you  for  taking  the  effort  to  do  that. 

Just  two  observations  that  I  kind  of  thought  about  while  listen- 
ing to  the  testimony.  I  am  an  economist  by  training,  and  I  have 
done  most  of  my  work  on  trade  and  employment  issues.  I  think 
that  there  have  been  more — the  four  gentlemen  here  that  represent 
their  companies  have  probably  created  more  jobs  through  exports 
than  maybe  any  other  Grovemment  program.  That  is  just  here  at 
this  table.  For  each  one  of  them,  I  have  calculated,  there  is  prob- 
ably about  400,000  other  potential  exporters  who  are  not  currently 
exporting. 

So,  we  now — I  mean,  to  Professor  Cohen's  question  of,  do  we 
really  know  the  causal  relationship  in  discussions  these  days,  what 
we  have  learned  is  that  the  plural  of  anecdote  is  data,  OK?  Unfor- 
tunately, economists  have  very  limited  tools  in  the  way  we  look  at 
these  things. 

We  have  just  heard  data  today,  real  jobs  that  are  being  created, 
that  are  being  saved  at  stable  companies,  at  higher  wages.  This  is 
very  contrary  to  the  things  that  we  read  in  the  newspaper  every 
day.  All  of  these  gentlemen  are  saying  clearly  that  it  is  because  of 
exporting  and  because  these  programs  have  helped  them  export.  So 
I  think  we  need  to  take  that  into  account. 

The  question  I  raised  is,  why  aren't  others  learning  from  these 
lessons?  And  that  may  just  mean  that  we  are  not  doing  enough, 
that  we  are  doing  the  right  thing  but  we  are  not  doing  enough. 
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But  I  am  sort  of  indulging  you  a  little  on  that.  Let  me  answer 
your  question.  I  think  what  it  comes  down  to  is  setting  criteria  for 
how  we  do  those  cuts.  Clearly,  the  council  believes  that  the  budget 
deficit  is  taking  up  capital  that  could  be  otherwise  invested  in 
these  kinds  of  private  industries  and  that  we  need  to  do  that.  But, 
at  the  same  time,  while  we  are  making  those  decisions  on  what  to 
cut,  we  have  to  make  sure  that  we  are  not  cutting  things  that  are 
promoting  these  people. 

Because  it  is  possible  that  in  the  process  of  cutting  the  budget 
deficit  we  can  actually  be  hurting  the  people  who  are  trying — creat- 
ing jobs  and  creating  incomes  in  this  country.  So,  I  would 

On  the  other  hand,  I  have  got  to  say  that  of  course  there  is  al- 
ways room  for  cost  efficiencies  in  every  program,  and  there  is  al- 
ways room  for  improvement  in  every  program.  So,  what  we  need 
to  do,  especially  in  this  current  environment,  is  to  go  back  and 
make  sure  programs  are  meeting  our  objectives,  are  doing  it  in  a 
cost-effective  way. 

I  would  agree  with  you  that  the  plethora  of  programs,  the  web 
of  progn'ams  is  not  efficient,  and  we  must  do  something  about  that. 
The  council  has  come  up  calling  for  a  consolidation  of  these  pro- 
grams, more  coordination  of  these  programs — steps  have  been 
taken  in  that  direction — ^but  also  a  single  budget  line  for  some  of 
these  programs  so  that  we  can  see  what  they  really  cost  and  are 
they  really  getting  the  kinds  of  returns  that  are  warranted. 

So,  in  answering  your  question  also  your  point  about  privatizing 
these  efforts,  I  think  the  argument  that  both  Professor  Cohen  and 
I  have  made  is  that  there  are  some — sometimes  there  are  roles  for 
the  Government  to  come  in  and  correct  market  failures,  and  in  this 
area  there  are  some  very  clear  market  failures.  So  it  is  not  clear 
that  this  is  an  area  in  which  we  need  to  actually  privatize. 

There  is  a  legitimate  role  for  the  Government  in  helping  small 
firms  and  also  helping  domestic  firms  gather  information  from 
abroad  and  also  to  help  offset  some  of  the  risks  in  financing  those 
exports. 

Chairman  Manzullo.  Anybody  could  answer  that  question.  Go 
ahead.  Monitor  yourselves. 

Mr.  BowE.  A  few  specific  comments  about  user  fees,  in  response 
to  your  question. 

We  are  currently  working  with  the  Trade  and  Development 
Agency  on  a  proposal  for  an  Asian  country  where  we  suggested  a 
user  fee  so  that  if  we  are  successful,  we  will  repay  the  entire  grant 
that  we  have  requested. 

I  think  TDA  is  an  agency  which  lends  itself  very  much  to  the 
concept  of  user  fees  in  the  form  of  a  payback  in  the  event  of  a  suc- 
cessful project,  and  I  think  they  are  starting  to  move  toward  that. 

Exim  Bank  is  already  charging  exposure  fees.  Actually,  I  have  to 
say  I  am  concerned  that  those  fees  may  get  too  high  compared  to 
what  our  competition  is  doing. 

We  are  working  on  a  project,  again  in  an  Asian  country,  where 
we  have  been  successful,  but  the  fee  is  about  9  percent  of  the 
project  value.  That  is  pretty  high.  I  think  with  the  dollar  the  way 
it  is  today,  American  exporters  can  live  with  that;  but  that  again 
is  subject  to  the  foreign  exchange  issues  there  in  terms  of  competi- 
tiveness. 
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Foreign  Commercial  Service  does  charge  fees  for  some  of  its  serv- 
ices. I  think  you  could  argue  some  of  those  should  be  higher.  I  am 
speaking,  for  example,  of  the  Gold  Key  Distributorship  Service 
where  tney  help  you  find  agents  and  representatives  overseas. 
There  are  per  diem  rates  and  things  like  that.  It  is  not  going  to 
solve  the  Cjovernment  deficit,  but  there  are,  I  think,  cases  where 
they  are  becoming  user  value  conscious. 

The  Department  of  Commerce  has  opened  a  special  center  in 
Djakarta,  the  Foreign  Commercial  Center.  It  does  charge  fees  for 
access.  It  rents  a  room  for  a  meeting  or  computer  time  or  library 
access.  I  couldn't  tell  you  whether  it  is  the  right  price  or  not,  but 
there  is  some  sensitivity  to  that  already. 

Advocacy,  I  don't  know  how  you  could  charge  a  fee  for  that,  I 
think  it  is  a  few  dozen  people  who  do  very  good  work  with  very 
high  payback,  but  I  would  not  recommend  it  in  that  particular 
focus  of  commerce. 

Thank  you. 

Dr.  Cohen.  Let  me  pick  up  two  points. 

One,  I  think  the  user  fee  is  a  good  idea.  While  not  making  a 
major  dent  in  our  budget  deficit,  user  fees  would  at  least  provide 
some  ammunition  against  those  who  want  to  cut  these  programs 
because  it  is  a  subsidy  for  corporations.  The  latter  is,  I  think,  one 
of  the  major  arguments  that  those  wielding  the  budget  ax  will  most 
use  against  these  programs. 

Also,  with  all  apologies  from  someone  from  the  heartland,  in 
terms  of  looking  at  where  to  cut,  let  me  suggest  that  if  you 
look 

Chairman  Manzullo.  Farm  subsidies,  right? 

Dr.  Cohen.  Agricultural  export  subsidies.  Agricultural  exports, 
according  to  my  numbers,  account  for  9  percent  of  our  total  exports. 
If  you  look  at  the  export  promotion  budget,  the  Department  of  Agri- 
culture accounts  for  60  percent.  If  you  are  going  to  start  cutting, 
it  doesn't  make  sense  to  me  to  cut  the  programs  that  affect  the 
manufacturing  sector.  The  high-tech  sector  is  extremely  important, 
with  tremendous  opportunities  for  expansion.  So  the  question  is 
where  to  cut;  and,  again,  with  apologies,  I  would  say  on  agricul- 
tural export  promotion  side. 

Mr.  Rogers.  Chairman  Manzullo,  I  would  just  like  to  say  I  think 
that  it  is  important  to  start  moving  to  some  user  fees  for  certain 
types  of  activities,  acknowledging  that  pricing  does  help  allocate  re- 
sources within  different  departments.  If  you  take  a  look  at  the  arti- 
cles written  in  the  National  Trade  Data  Bank — I  am  not  sure  who- 
ever commissions  those;  we  find  them  valuable — but  the  list  goes 
on,  pages  and  pages  and  pages.  So  there  are  resources  being  ex- 
pended. I  am  not  sure  who  is  dictating,  deciding  what  to  write 
about,  what  to  research.  But  I  do  think  that  the  price  mechanism 
can  help  in  certain  areas,  and  MICROS  is  prepared  to  pay. 

Chairman  Manzullo.  Mr.  Arora. 

Mr.  Arora.  Thank  you,  Mr.  Chairman. 

Budget  cuts,  as  manufacturers,  we  do  believe  in  this.  Because 
every  time  we  have  to  be  compensated  we  work  on  using  the  prices, 
the  same  way  the  Grovernment  can  work. 

But,  on  the  other  side,  rather  than  the  Government  asking  for 
a  dollar,  in  view  of  using  the  facility  approach  for  help,  we  would 
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request  that  you  consider  on  those  Hnes  Hke  in  normal  businesses 
that  the  amount  of  dollars  in  taxes  a  company  will  pay  out  because 
of  the  help  provided  in  exporting  the  products  amount  to  the  busi- 
ness they  bring  it,  and  the  number  of  employment  they  provide, 
they  should  pay  less  than  those  companies,  those  who  have  taken 
the  advantage  of  the  programs  but  have  not  brought  the  results 
back. 

Mr.  Beyer.  Just  want  to  mention  that  in  addition  to  the  fees  Mr. 
Bowe  mentioned,  we  are  paying  1.5  percent  to  Exim  Bank  for  the 
benefit  of  having  a  guarantee.  So  these  services  do  carry  a  fee.  We 
are  pa3dng  them. 

I  guess  I  am  adding  up  in  my  mind  probably  about  $50,000  over 
the  past  couple  years.  That  is  the  cost  of  two  welders.  But  we  pay 
it  because  it  is  really  our  only  way  of  getting  the  financing. 

Chairman  Manzullo.  Mrs.  Clayton, 

Mrs.  Clayton.  By  the  way,  I  am  from  a  farm  area,  so  you  can 
imagine,  Dr.Cohen 

Dr.  Cohen.  With  apologies  to  both  of  you. 

Chairman  Manzullo.  Her  district  is  not  the  Midwest. 

Mrs.  Clayton.  It  is  the  south. 

I  also  perhaps  would  disagree  with  you  on  the  percentage  of 
those  coming  from  ag^culture.  As  you  well  know,  agriculture  does 
produce  as  an  aggregate  business  a  surplus  in  export.  Because  one 
of  the  things  happening  in  agriculture  is  that  the  productivity  of 
our  farmers  has  allowed  us  to  feed  much  of  the  world;  and  we  not 
only  provide  affordable  food  for  Americans  here,  but  we  provide  af- 
fordable food  for  those  abroad. 

Since  I  am  both  on  the  Agriculture  Committee  and  on  this,  I  am 
somewhat,  I  hope,  objective  but  obviously  some  vested  interest  in 
putting  that  in  the  record. 

Let  me  ask,  one  of  the  things  I  am  trying  to  getting  a  handle  on, 
obviously,  is  what  small  businesses  find  ^s  barriers  to  exports. 
They  have  been  expanding  that. 

You  have  talked  about  the  valuable  infor  ation  that  comes  from 
Government  assistance  and  that  comes—  j  one  mentioned  the 
area  of  finance  other  than  you  are  using  le  Export  Bank,  so  I 
guess  the  guarantees  from  the  Export  Bank  is  valuable  to  you.  Is 
there  a  way  that — if  we  are  talking  about  going  to  the  private  sec- 
tor, it  seems  to  me  that 

I  agree  with  you,  Mr.  Rosen.  There  is  an  appropriate  role  for  the 
Federal  Government  in  this,  and  I  think  it  is  an  investment  well 
spent. 

The  investment  that  we  spend  in  export,  I  think,  is  more  than 
10  times  the  number  of  jobs  that  are  created.  There  is  Commerce — 
if  you  don't  want  to  take  Commerce's  analogy  of  the  formerly  $1 
billion  20,000  jobs,  take  others  who  are  more  conservative — $1  bil- 
lion for  10,000  jobs.  That  is  an  enormous  amount  of  productivity 
and  creation  of  jobs  and  taxpayers.  So  that  is  money  well  spent. 

However,  there  is  an  increased  role,  it  seems,  that  the  private 
sector  can  play,  and  that  is  the  private  sector  has  not  yet  seemed 
comfortable  expanding  finances  for  export. 

The  congressional  hearing,  Mr.  Chairman,  I  am  having  down  in 
my  district,  I  am  inviting  a  banker  who  is  a  sizable — another  thing 
North  Carolina  boasts  of  is  having  regional  banks.  We  are  trying 
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to  consolidate  all  the  banks  in  the  world  with  us.  North  Carolina 
is  big  on  that,  so  we  are  asking  the  bankers  to  sav,  how  can  they 
be  engaged  in  this  process  and  take  increased  risks.  I  would  just 
like  comments  made  by  the  businessmen,  any  of  those  who  are  in 
support  systems. 

And,  Mr.  Trueheart,  I  am  impressed  with  your  testimony.  I  will 
ask  you  another  question,  particularly  as  a  businessperson,  is  there 
a  way  you  could  suggest  how  we  can  increase 

Mr.  BowE.  Before  your  arrival,  I  commented  on  the  construction 
equipment  business,  that  long-term  financing,  the  type  offered  by 
an  Exim  Bank,  is  absolutely  critical. 

One  of  the  things  I  didn't  mention,  that  Exim  Bank  is  doing  a 
lot  of,  is  a  new  program  called  delegated  authority,  which  means 
that  they  are  giving  private  sector  banks  the  ability  to  commit 
Exim  to  guarantees;  and  that  gives  them,  I  would  say,  mainly  oper- 
ating leverage  since  Exim  Bank  is  roughly  limited  to  400  employ- 
ees. 

There  are  only  so  many  projects  or  applications  they  can  process, 
and  they  set  up  programs  under  which  private  banks  can  do  their 
work  for  them  assured  of  a  backup  by  Exim  financially.  I  think 
that  that  still  requires  Exim  Bank-type  support,  but  that  is  a  form 
of  public/private  partnership  that  I  think  is  going  to  be  effective, 
and  there  will  be  more  of  it  in  the  future. 

Mrs.  Clayton.  The  expansion  of  banks  being  involved  in  it,  the 
Export  Bank  serves  the  guarantee,  is  that 

Mr.  BowE.  The  financing  bank  still  receives  some  form  of  guar- 
antee support  from  Exim  Bank.  I  think  that  role  is  still  going  to 
remain,  but  they  can  do  that  with  the  knowledge  that  they  are 
going  to  get  the  support,  and  it  is  a  procedural  efficiency  for  both 
sides. 

Mrs.  Clayton.  Thank  you. 

Mr.  Trueheart,  one  question  for  you.  You  started  out  as,  your 
program,  did  I  understand  your  program  was  an  SBDC? 

Mr.  Trueheart.  Yes. 

Mrs.  Clayton.  Is  one? 

Mr.  Trueheart.  Yes.  We  run  the  State-wide  SBDC  Program  for 
Rhode  Island. 

Mrs.  Clayton.  How  long  have  you  been  running  it? 

Mr.  Trueheart.  Twenty  years. 

Mrs.  Clayton.  Well,  again,  trying  to — this  larger  committee  has 
jurisdiction  in  looking  at  many  of  the  programs  of  the  Small  Busi- 
ness Administration.  This  is  one  that  came  out  of  that,  and  I  just 
wanted  to  establish  for  the  record  that  this  is  apparently  a  success- 
ful one  that  is  also  doing  international  trade.  Because  most  of  these 
are  more  for  domestic  than  they  are  for  that.  I  would  like  to  have 
the  information  that  the  Chairman  spoke  of  I  am  personally  inter- 
ested in  that. 

Mr.  Trueheart.  Yes.  I  would  be  happy  to  provide  that  for  you. 

Mrs.  Clayton.  I  want  to  thank  all  of  you. 

Mr.  Rosen.  Excuse  me,  if  I  could,  just  to  respond  to  your  point 
on  financing  for  small  businesses  in  particular.  I  think  we  all  real- 
ize that  there  are  impediments  to  small  business  just  operating 
here  domestically.  They  are  too  small  for  banks  to  take  an  interest 
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in  them,  that  kind  of  thing.  But  when  you  add  onto  that  the  export- 
ing, the  too-far  port,  I  think  it  even  exacerbates  it  even  further. 

We  had  a  group  of  experts  looking  at  this  issue,  looking  at  the 
broader  issue  of  trade  policy,  and  we  did  speak  to  some  small 
banks  to  hear  what  the  problems  were,  and  there  are  some  small 
efforts  being  done  now  at  what  is  called  bundling  export  loans.  Be- 
cause, I  mean,  you  have  got  the  problem  of  the  high  costs  of  just 
going  after  a  small  firm  as  opposed  to  doing  large  financing,  be- 
cause it  is  much  easier  and  much  more  efficient  to  do  it  that  way, 
much  cheaper  costs,  but  also  the  fact  that  it  is  all  spread  out 
around  the  world. 

So,  what  these  smaller  regional  banks  were  doing  were  taking  a 
lot  of  these  and  kind  of  bundling  them  together,  making  them  easi- 
er to  administer.  I  would  be  happy  to  provide  you  some  information 
on  that  and  some  key  people  who  have  balanced  budget  working 
in  this  area.  But  there  is  some  creative  thinking  in  this  area  trying 
to  get  around  this  problem  that  is — that  all  companies  have,  but 
specifically  small-  and  medium-sized  companies  have. 

Mrs.  Clayton.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Manzullo.  We  are  going  to  have  to  leave  here  in 
about  2  or  3  minutes.  What  I  would  like  to  leave  each  of  you  with 
is  this. 

Each  of  you  has  provided  us  with  a  written  statement,  but  there 
is  more  information  that  we  seek  from  you.  If  you  could  get  out 
your  pens,  I  have  another  assignment  for  you.  Dr.  Trueheart  saw 
that  coming,  being  an  academic;  and  Steve  Cohen  knew  that  was 
coming.  With  regard  to  the  small  businesses  that  are  represented 
here,  if  you  could  give  us  a  statement  on  your  letterhead  as  to  how 
you  first  found  out  about  whatever  organization,  agency,  et  cetera, 
with  which  you  are  working,  that  is  extremely  important  that  we 
know  that.  Those  of  you  not  involved  in  business  on  this  panel,  any 
comments  you  have  on  that,  also. 

The  other  thing  is  this  that  I  would  like  you  to  take  a  stab  at. 
It  is  known  that  there  is  going  to  be  a  reshuffling  in  the  Depart- 
ment of  Commerce.  There  has  been  a  panel  that  has  been  working 
informally  on  a  whole  new  structure.  Take  your  best  shot  at  how 
we  should  set  this  up.  You  know  better  than  anybody.  You  are  in- 
volved in  it. 

As  Members  of  Congress,  we  see  the  theoretical  and  philosophi- 
cal end.  You  could  lend  the  practical  end  to  it  as  to  how  you  would 
set  up  a  Department  of  Trade.  Keep  it  in  mind,  the  smaller,  the 
more  efficient.  You  are  all  involved  essentially  in  the  private  sector, 
and  that  is  your  mainstay  anyway. 

In  addition,  anything  else  that  you  would  like  to  add  that  could 
round  out  or  complete  your  testimony.  We  would  do  that,  and  I  am 
going  to  leave  the  record  open  for  60  days. 

Mrs.  Clayton,  final  thought? 

Mrs.  Clayton.  I  would  like  to  have  a  corresponding  question  to 
your  question  about  the  restructuring.  I  would  like  to  have — his 
premise  is  based  on  there  will  be  a  restructuring.  Mv  premise  of 
my  question  is,  how  can  we  make  what  we  have  better; 

So,  what  I  would  like  each  of  you  to  also  suggest,  if  there  are 
ways  in  which  the  structure  we  have  could  be  improved,  enhanced, 
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consolidated,  more  competitive  and  more  efficient.  So  we  have  the 
benefit  of  both  questions. 

Is  that  fair,  Mr.  Chairman? 

Chairman  Manzullo.  Absolutely. 

Well,  thank  you  all  for  coming.  This  is  a  very  exciting  panel,  and 
we  went  through  everything  with  only  one  vote  to  interrupt  us. 

Again,  I  really  appreciate  your  coming  down.  Dr.  Trueheart.  Next 
time  you  are  in  town,  please  give  us  a  call. 

Mr.  Trueheart.  Shall  do.  Thank  you. 

Chairman  Manzullo.  Because  I  would  like  to  sit  down  with  you 
more  at  detail  and  find  out  what  you  are  doing. 

When  you  are  coming  down,  please  contact  my  office  and  Mrs. 
Clayton's  at  the  same  time,  because  she  and  I  would  Hke  to  have 
coffee  with  you  and  find  out  exactly  what  you  are  doing  in  more 
detail  up  there. 

Mr.  Trueheart.  Love  to  do  that.  Thank  you  very  much. 

Chairman  Manzullo.  The  subcommittee  is  adjourned. 

[Whereupon,  at  12  noon,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  chair.] 
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statement  of 

Congresswoman  Eva  Clayton 

at  the  bearing  on  Global  Trade 

City  Council  Chambers 

Wilmington,  North  Carolina 

June  23,  1995 

For  every  one  million  dollars  we  make  available  to  finance 
exports,  we  generate  a  seven  million  dollar  return,  and,  more 
importantly,  we  create  new  jobs.   That  is  why  Peter  Hextler  of 
the  GUI  Corporation  in  Wilmington,  North  Carolina,  and  many  of 
his  65  employees  are  more  concerned  these  days  about  how  things 
are  going  in  South  Africa,  Turkey,  Australia,  Japan  and  England, 
because  that's  where  an  increasing  amount  of  GUI's  goods  are 
going. 

That  wasn't  the  case  five  years  ago.   But  since  GUI  started 
developing  markets  overseas,  foreign  sales  have  grown  to  5%  of 
GUI  revenues.   We  will  tour  GUI  this  afternoon,  and  see  for 
ourselves  the  impact  of  their  involvement  in  global  trade. 

GUI  isn't  unique.   In  the  1st  Congressional  District  of  North 
Carolina  alone,  the  District  I  have  the  pleasure  of  representing, 
there  are  more  than  450  companies  that  manufacture  goods  for 

foreign  markets  and  nearly  two  thirds  employ  less  than  100 

people.   Even  more  impressive,  these  companies  have  seen  a  growth 
in  exports  that  has  outstripped  the  growth  rates  of  exports  for 
North  Carolina  and  the  nation  as  a  whole.   All  in  all.  Eastern 
North  Carolina  ships  more  than  $1.3  billion  of  goods  overseas 
each  year. 

Indeed,  in  1994,  270,000  new  jobs  were  attributed  to  North 
Carolina  exports,  generating  some  $13.7  billion  in  revenue,  a 
21.7  percent  increase.   In  1994,  North  Carolina  ranked  10th  in 
the  Nation  in  exports. 

More  and  more,  the  economic  well-being  of  our  region  and  our 
state  depends  on  our  ability  to  sell  our  products  to  other 
countries.   Clearly  our  ability  to  generate  good  jobs  in  the 
future  is  tied  to  exports  and  the  ability  of  local  companies, 
small  and  large,  to  exploit  opportunities  in  other  countries. 

That's  why  we  have  called  this  "Jobs  Through  Exports"  hearing. 
We  want  to  investigate  ways  that  federal  and  state  agencies  can 
help  local  companies  gain  access  to  foreign  markets.   As  a  member 
of  the  Subcommittee  on  Procurement,  Exports  and  Business 
Opportunities  and  an  appointee  to  the  President's  Export  Council, 
I  have  learned  a  great  deal  about  the  relationship  between 
exports  and  better  jobs  and  one  of  my  top  priorities  is  to  foster 
job  creation  by  increasing  the  number  of  local  businesses  to 
market  overseas . 
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The  time  when  our  region  and  our  state,  or  anyone  else's  for  that 
matter,  should  rely  solely  on  government  programs  to  generate 
jobs,  is  gone  for  now.   Our  best  alternative  is  to  emphasize 
growth  in  the  private  sector. 

Eastern  North  Carolina's  unique  combination  of  harbors  at 
Wilmington  and  Morehead  City,  a  strong  interstate  system,  and  a 
state  of  the  art  air  shipping  facility  at  the  proposed  Global 
Transpark  in  Kinston  makes  our  area  particularly  well -suited  to 
lead  an  export  boom.   I've  been  working  with  community  leaders  to 
have  the  proposed  Global  Transpark  designated  a  Free  Trade  Zone, 
which  would  make  it  a  hub  for  international  shipping.   If  we  are 
successful,  the  seafood  caught  off  our  shores  in  the  morning 
could  be  someone's  dinner  in  Japan  the  next  day. 

According  to  the  United  States  Department  of  Commerce,  for  every 
$1  billion  in  exports,  20,000  jobs  are  created.  U.S.  exports  of 
goods  and  services  can  reach  $1  trillion  by  the  beginning  of  the 
next  decade  and  can  produce  over  6  million  new  jobs.  This  could 
mean,  by  the  year  2000,  more  than  13  million  Americans  who  will 
be  earning  their  living  as  a  direct  consequence  of  exports. 

But  businesses,  large  and  small,  usually  face  three  challenges 
when  they  begin  to  look  to  other  lands:   gaining  access  to  the 
capital  needed  to  open  new  product  lines  or  modify  existing  ones 
for  overseas  consumer,  attaining  technical  training  vital  to 
dealing  with  other  governments,  and  finding  the  information  about 
regulations,  American  and  foreign,  and  trade  practices  in  other 
countries. 

Today,  we  will  hear  from  companies  that  have  successfully  gained 

export  markets  to  find  out  what  Government  can  do,  and 

shouldn't  do,  to  help  businesses  develop  relations  overseas.   It 
is  my  hope  that  their  experiences  will  help  those  of  us  in 
government  determine  the  best  way  to  help  the  private  sector 
create  more  export -related  jobs. 

We'll  also  begin  helping  local  business  owners  by  hosting  a  "Job 
Through  Exports"  expo  this  afternoon.   At  the  expo, 
representatives  of  state  and  federal  agencies  will  be  available 
to  provide  information  and  explain  to  business  owners  what  needs 
to  be  done  in  order  for  them  to  begin  exporting.   It  will  be  a 
first  step  in  helping  local  businesses  expand  their  operations. 

If  this  hearing  does  nothing  else,  Mr.  Chairman,  I  hope  it  will 
guide  us  in  the  best  way  this  Nation  can  be  more  vigorous,  more 
competitive  and  more  engaged  in  the  process  of  helping  small  and 
medixim  sized  businesses  to  develop  market  opportunities  abroad. 

Eastern  North  Carolina  has  already  proven  itself  to  be  a  leader 
in  developing  new  markets.   With  good  planning  and  guidance, 
we'll  be  able  to  create  hundreds  more  CUI  Corporations,  and 
thousands  more  jobs. 
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STATEMENT  OF  CHAIRMAN  DON  MANZULLO 

SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS,  AND 

BUSINESS  OPPORTUNITIES 

HOUSE  SMALL  BUSINESS  COMMITTEE 

JUNE  22,  1995 

10:00AM  ROOM  2  3  59  RHOB 

THE  SUBCOMMITTEE  WILL  COME  TO  ORDER. 
TODAY  THE  SUBCOMMITTEE  WILL  CONTINUE  ITS 
EXAMINATION  OF  FEDERAL  EXPORT  PROMOTION 
PROGRAMS,  HEARING  FROM  BUSINESSES  WHICH  HAVE 
PARTICIPATED  IN  THESE  PROGRAMS. 

BECAUSE  THE  FUTURE  OF  THE  DEPARTMENT  OF 
COMMERCE  IS  UNCERTAIN,  IT  IS  APPROPRIATE  THAT 
THIS  SUBCOMMITTEE  CONTINUES  ITS  REVIEW  OF  THE 
TRADE  PROMOTION  PROGRAMS.   THESE  PROGRAMS  ARE 
OFTEN  TIMES  CRITICALLY  IMPORTANT  TO  SMALL 
BUSINESSES  INTERESTED  IN  EXPORTING. 
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OUR  NEXT  TWO  WITNESSES  WILL  SET  THE 
STAGE  FOR  HOW  EXPORT  PROMOTION  PROGRAMS  FIT 
INTO  OUR  NATION'S  OVERALL  COMPETITIVE  PICTURE 
AND  IF  THEY  MAKE  ECONOMIC  SENSE. 

THE  NEXT  FOUR  WITNESSES  WILL  COMMENT  ON 
HOW  THESE  TRADE  PROMOTION  PROGRAMS  HAVE 
ACTUALLY  IMPACTED  THE  COMPANIES  THEY  WORK 
FOR.   I  AM  PARTICULARLY  INTERESTED  IN  HOW 
THEY  LEARNED  ABOUT  THESE  PROGRAMS  AND  IF  THEY 
FELT  THEY  RECEIVED  SUFFICIENT  HELP  IN  A 
TIMELY  MANNER.   SEVERAL  BUSINESSES  I'VE 
TALKED  TO  HAVE  EXPRESSED  CONCERN  ABOUT  THE 
CONFUSING  MAZE  OF  TRADE  PROGRAMS. 

THAT'S  WHY  I  BELIEVE  WE  ARE  AT  AN 
HISTORIC  OPPORTUNITY  TO  CREATE  A  ONE-STOP 
SHOP  FOR  THE  ENTIRE  FEDERAL  GOVERNMENT  ON 
TRADE  MATTERS.   WE  MUST  STREAMLINE  WHERE 
THERE  IS  SIMILAR  OR  DUPLICATIVE  FUNCTIONS. 
WE  MUST  RATIONALLY  DEVISE  AN  OVERALL  TRADE 
STRATEGY  THAT  USES  PRECIOUS  TAXPAYER  DOLLARS 
IN  THE  MOST  EFFECTIVE  AND  EFFICIENT  WAYS 
POSSIBLE. 
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WE  MUST  FOCUS  ON  PROGRAMS  THAT  CREATES 
AND  SUSTAINS  THE  MOST  JOBS  —  NOT  JUST  SIMPLY 
AGREEING  TO  THE  STATUS  QUO. 

OUR  FINAL  WITNESS  WILL  EXPLAIN  A 
CREATIVE  PRIVATE-PUBLIC  PARTNERSHIP  ON  EXPORT 
ASSISTANCE  THAT  ACTUALLY  MEETS  THE  DEMANDS  OF 
BUSINESSES  WHO  HAVE  A  GOOD  PRODUCT  BUT  NEEDS 
TO  KNOW  NOW  WHERE  IT  CAN  BE  SOLD  ABROAD. 

I  LOOK  FORWARD  TO  THE  TESTIMONY  OF  THE 
WITNESSES  BEFORE  US  THIS  MORNING. 
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VIRGINIA  TRANSFORMER  CORP. 

220  Glade  View  Drive,  N.E.  •  Roanoke,  Virginia  24012 
Tel.  (703)  345-9892  •  Fax  (703)  342-7694 


The  Commitment  Company" 

June  21,  1995 


Rajiv  Arora 


Virginia  Transformer  was  established  in  1971  to  s;jpply 
trans foi'.ticrs  in  Cha  nsarby  Appalachian  Mountains.  During  this  period 
developments  were  done  to  manufacture  rectifier  and  custom  transformers 
and  finally  VrC  achieved  $3  Million  sales  in  1982  with  50  people, 
but  unf ortun.itly  environmental  economic  conditions  derived  to  reduce 
wjrk  force  to  18  people  and  bsd  financial  situation.   That  is  when 
present  managem.^nt  took  this  chal'.engin|  job.   Since  then(1984)  we 
have  been  profitable  each  year,  maintained  constant  growth  of  at  least 
207.  each  year.   And  have  increased  workforce  every  year.  Presently, 
we  are  shipping  $20  Million  with  170  employeas  and  have  raw 
170,033  sq.  ft.  naw  facility.  We  are  considered  a  bast  quality 
manufacture,  a  reliable  manufacture  and  compete  with  large  raanufaccures. 

All  of  this  was  not  an  easy  task,  but  with  the  help  of 
our  people,  small  bussiness  administration,  minority  disadvantage 
business  aid  othar  relared  department  programs  were  key  factors. 


Our  biggest  threat  is,  if  support  fro.D  all  these  departmsnt 
will  be  illiminated  or  reduced  then  we  just  cannot  compete  with  large 
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VIRGINIA  TRANSFORMER  CORP. 

220  Glade  View  Drive,  N.E.   •   Roanoke,  Virginia  24012 
Tel.  (703)  345-9892    •    Fax  (703)  342-7694 


The  Commitment  Company" 


and  foreign  manufacturers   due   no   lack  of   field  sales   staff  and   ocher 
related   item?   and  w<t  might  be  back   to   our   1970' s   or   80  operation 
where   neither   employees,    nor   society,    state   or   federal   Gov't 
got  any  advantage. 
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NORBERT  BEYER 

V.P.  &  CHIEF  FINANCIAL  OFFICER 

PROCEDYNE  CORP. 


PRESENTA  TION  TO  THE  HOUSE  SMAI.l  nJISINESSSUBC0M\f1TTEn 
ON  PROCUREMENT.  EXPORTS  AND  BUSINESS  OPPORTUNITIES  .  6/22/9 S 


I'D  LIKE  TO  START  WITH  SOME  BACKGROUND  ON  PROCEDYNE  AS  A  LEAD 
IN  TO  OUR  EXPERIENCE  WITH  FEDERAL  EXPORT  PROGRAMS  . . . 
SPECIFICALLY  EXIM  BANK'S  WORKING  CAPITAL  GUARANTY  PROGRAM. 

PROCEDYNE  HAS  BEEN  IN  BUSINESS  FOR  MORE  THAN  35  YEARS  CUSTOM 
ENGINF.ERTNG  AND  MANUFACTURING  HIGH-TEMPERATURE  EQUIPMENT . . 
MAINLY  FURNACES  USED  IN  A  VARIETY  OF  INDUSTRIAL  APPLICATIONS. 
DURING  THE  PAST  FIVE  YEARS,  OUR  REVENUES  HAVE  RANGED  FROM  $6M 
TO  $12M  AND  WE  HAVE  EMPLOYED  FROM  50  TO  90  PEOPLE  AT  OUR  NEW 
BRUNSWICK,  NJ  FACILITY. 

OUR  FUNDAMENTAL  TECflNOLOGY  IS  REFERRED  TO  AS  FLUID  BED  - 
MEANING  THAT  WE  LEVITATE  THE  CONTENTS  OF  THE  FURNACE  BY 
INJECTING  A  COMBINATION  OF  AIR  AND  GASES  INTO  THE  FURNACE  BED. 
THESE  SOLID  CONTENTS  BEHAVE  LIKE  A  LIQUID  . . .  HENCE,  THE  NAME 
FLUID  BED. 

SOME  OF  OUR  EXCITING  NEW  DEVELOPMENTS  INCLUDE: 

A  RECENT  JOINT  PATENT  WITH  GENERAL  MOTORS  FOR  A  NOVEL 
IMPROVEMENT  TO  THE  CASTING  OF  ALUMINUM  PARTS.  WE'VE  NAMED 
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THIS  PROCESS  "SAND  CORE  DEBONDING".  IN  ADDITION  TO  ASSURING  A 
SUPERIOR  ALUMINUM  CAST  PART,  THIS  TECHNOLOGY  ELIMINATES  A 
DIFFICULT  MANUFACTURING  PROBLEM,  AND  WE  HAVE  THE  HAPPY 
CIRCUMSTANCE  THAT  THE  FOUNDRY  SAND  WHICH  WITH  CONVENTIONAL 
TECHNOLOGY  WAS  CONTAMINATED  AND  NEEDED  TO  BE  DISPOSED  OF,  IS 
NOW  CLEAN  AND  REUSABLE.  IT  MAY  BE  INTERESTING  TO  NOTE  THAT 
OUR  FIRST  INVOLVEMENT  WITH  EXIM  BANK  WAS  THE  FINANCING  OF  THE 
SALE  OF  OUR  FIRST  SAND  CORE  DEBONDING  UNIT  TO  G.M.  BRAZIL.   SINCE 
THEN,  THE  ENTIRE  AUTOMOTIVE  INDUSTRY  HAS  BEEN  WATCHING  THIS 
INNOVATION  CLOSELY  BUT  UNTIL  RECENTLY  THEY'VE  REMAINED  ON  THE 
SIDELINES.  BUT,  NOW  THAT  G.M.  RECENTLY  PLACED  A  SECOND  ORDER, 

ne^uESTs  roR  quotationo  iuvt:  ddcn  tlooddjo  dj  from 

AUTOMOTIVE  COMPANIES  AROUND  THE  WORLD.  WE  ARE  ALSO 
FINANCING  THIS  SECOND  ORDER  THROUGH  EXIM  BANK'S  WORKING 
CAPITAL  GUARANTY  PROGRAM. 

IN  ANOTHER  PROJECT  FINANCED  WITH  EXTM'S  WORKING  CAPITAL 
GUARANTY,  WE  BELIEVE  THAT  WE  HAVE  SOLVF-D  A  MAJOR  ALUMINUM 
COMPANY'S  BIGGEST  ENVIRONMENTAL  HEADACHE.,  IF  THIS  SYSTEM 
PERFORMS  AS  EXPECTED.  WE  SHOULD  RECEIVE  ORDERS  FROM  EACH  OF 
THE  COMPANY'S  OTHER  16  FACn.ITIES. 

WE  ALSO  RECENTLY  ENGINEERED  A  KEY  TO  NUCOR  CORP.'S  NEW 
TRINIDAD  FACILITY  WHICH  HAS  THE  ENTIRE  STEEL  INDUSTRY  EXCITED 
ABOUT  ITS  REVOLUTIONARY  WAY  OF  MAKING  IRON  CARBIDE. 

WITH  ALL  OF  THIS  WONDERFUL  TECHNOLOGY,  YOU  MIGHT  WONDER  WHY 
WE  DON'T  SIMPLY  FINANCE  OUR  PROJECTS  WITH  CONVENTIONAL  BANK 
FINANCING.  WELL  ....  THE  COMPANY  WAS  CONSISTENTLY  PROFITABLE 
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UNTIL  THE  MID  80'S  WHEN  SOME  MAJOR  CUSTOMERS  NOTED  THAT  OUR 
TECHNOLOGY  WOUID  BE  EXTREMELY  VALUABLE  ON  A  MUCH  LARGER 
SCALE.  AT  THAT  TIME.  A  $50-100K  ORDER  WAS  A  GOOD  SIZE. 

THE  COMPANY  DECIDED  TO  TAKE  ON  6  MAJOR  PROJECTS  . . .  AVERAGING 
ABOUT  $ IM  EACH   THIS  LED  TO  A  DIFFiri  II T  PERIOD  OF  R«%n.  IN  THE.  END. 
THE  COMPANY  HAD  DEVELOPED  SOME  REALLY  HAPPY  CUSTOMERS  . . . 
ALL  GIVING  REPEAT  ORDERS  . . .  AND  WE  HAD  ESTABLISHED  OURSELVES 
AS  A  MAJOR  PLAYER  IN  LARGE  SCALE  HIGH  TEMPERATURE  FLUID  BED 
RETORT  SYSTEMS  BUT  OUR  CAPITAL  STRUCTURE  WAS  NOT  STRONG 
ENOUGH  TO  ATTRACT  FINANCING  OF  OUR  LARGE  SCALE  PROJECTS.  Tl-nS 
HA3  FORCED  U9  TO  CUT  BACK  m  OLVERAL  KEY  ARCkO  -  DJCLUDDJO 
SALES  AND  WHILE  OUR  1  tCHNOLOGY  BASE  IS  STRONG  ENOUGH  TO 
SUPPORT  A  U.S.  LABOR  COST  STRUCTURE,  WE  NEED  TO  MAKE  EVERY 
EFFORT  TO  INCREASE  OUR  VOLUME  IN  ORDER  TO  LOWER  OUR  PER  UNIT 
COST  SO  THAT  WE  CAN  MORE  EFFECTIVELY  DEAL  WITH  OUR 
COMPETITION  WHICH  COMES  MAINLY  FROM  CANADA,  GERMANY.  THE 
NnTIIERLANDS  AND  T.ATTN  AKfFRICA, 

BY  IHt  LAlb8U  S>FKUCbUYlNfc  WASKUAKlINOtJACfwBUl    I  MDIN  ItttU.i. 

CAPITAL  EQUIPMENT  RECESSION  BEGAN  TO  HURT  BADLY  AND  SO  THE 
COMPANY  TURNED  TO  EXPORT  AS  A  MEANS  OF  SURVIVAL  ...  WE  WENT 
FROM  ALMOST  NO  EXPORTS  IN  THE  EARLY  90'S  TO  OVER  70%  EXPORT 
LAST  YEAR.  AND.  WHILE  WE  SEE  A  SMALL  PICKUP  IN  THE  U.S.  MARKET 
FOR  OUR  EQUIPMENT,  WE  SEE  OUR  EXPORT  BUSINESS  INCREASING  AT  A 
HIGHER  RATE  AND  SO  WE  PLAN  TO  CONTINUE  A  HIGH  LEVEL  OF  EXPORT 
FOR  THE  FORESEEABLE  FUTURE. 
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I  CAN  TFI.I.  YOU  WITHOUT  EQUIVOCATION  THAT  WE  COULD  NOT  HAVE 
ATTAINED  THIS  GROWTH  WITHOUT  OUR  FRIENDS  AT  EXIM  BANK.  AT  A 
TIME  WHEN  OUR  CAPITAL  STRUCTURE  COULDN'T  FETCH  CONVENTIONAL 
BANK  FINANCING  FOR  OUR  LARGE  OVERSEAS  ORDERS,  SOME  OF  WHICH 
TAKE  MORE  THAN  NINE  MONTHS  TO  COMPLETE,  EXIM  BANK  HAS  STEPPED 
IN  TO  GUARANTY  OUR  PERFORMANCE.  THIS  HAS  INDUCED  A 
COMMERCIAL  BANK  -  NATWEST  -  TO  LEND. 

MORE  SPECIFICALLY,  WHAT  THE  EXIM  PROGRAM  HAS  MEANT  TO  US  IS: 

•  IMPROVED  CASH  FLOW 

•  ASSURED  MATERLM.S  PROCUREMENT 

•  THE  ABILITY  TO  QUOTE  AND  ACCEPT  JOBS  WITH 
MEAGER  OR  NO  PROGRESS  PAYMENTS. 

•  THE  ABILITY  TO  PROVIDE  BANK  LETTERS  OF 
CREDIT  SECURING  CUSTOMERS'  PROGRESS 
PAYMENTS. 

•  AND  WE  NOW  FEEL  SECURE  ENOUGH  TO  HAVE 
RECENTLY  ADDED  TWO  NEW  PEOPLE  TO  OUR 
NEW  BRUNSWICK,  N  J.  OPERATION. 

^     ONE  METALLURGIST;  AND  A. 
A     V.P.  OF  INTERNATIONAL  SAI.ES 

I'VE  BEEN  ASKED  TO  COMMENT  ON  OUR  EXPERIENCES  WITH  EXIM: 

I  JOINFD  PROCEDYNE  TWO  YEARS  AGO  AFTER  YEARS  OF  LARGE 
CORPORATE  TREASURY  EXPERIENCE  AT  BOTH  ALLIED-SIGNAL  INC.  AND 
CABOT  CORP.  I  WAS  AWARE  OF  EXIM  BUT  HAD  NO  PRIOR  DEALINGS. 
ABOUT  A  YEAR  BEFORE  I  JOINED,  PROCEDYNE'S  PRESIDENT  HAD 
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LEARNED  OF  EXIM  THROUGH  A  ROUTINE  MAILING.  AT  THE  TIME  HE  WAS 
ATTEMPTING  TO  FINANCE  OUR  PREVIOUSLY  MENTIONED  GENERAL 
MOTORS  ORDER.  HE  CALLED  THE  INDICATED  PHONE  NUMBER  AND 
RECEIVED  AN  APPLICATION.  WE  WERE  WELL  ORGANIZED  AND  WITHIN  A 
MATTER  OF  ONLY  ABOUT  SIX  WEEKS.  EXIM  COMMITTED  TO 
GUARANTYING  A  COMMERCIAL  BANK  LOAN.  THE  PROCESS  WAS  FAIRLY 
SIMPLE .  NO  ONE  WAS  SUMMONED  TO  WASHINGTON  -  THE  WHOLE  THING 
WAS  HANDLED  IN  THE  MATTER  OF  A  FEW  PHONE  CALLS. 

THE  FIRST  DEAL  WAS  DONE  ON  A  TRANSACTION  SPECIFIC  BASIS  MEANING 
THAT  EXIM  GUARANTEED  A  BANK  LOAN  FOR  THE  G  M  PROJECT  ONI  .Y 
THE  PROJECT  WAS  COMPLETED  AND  THE  LOAN  WAS  PAID  OFF  AHEAD  OF 
SCHEDUI.E. 

SHORTLY  AFTER  THAT,  WE  RECEIVED  A  $1.5  MILLION  ORDER  FOR  A  HIGH 
TEMPERATURE  SYSTEM  DESTINED  FOR  INDONESIA.  GIVEN  OUR  GOOD 
FIRST  EXPERIENCE^  EXIM  APPROVED  ANOTHER  TRANSACTION  SPECIFIC 
GUARANTY.  THIS  TIME,  EXIM  REQUIRED  ONLY  A  MODEST  UPDATE  TO  THE 
INFORMATION  PREVIOUSLY  SUBMITTED.  AND  THE  APPROVAL  TOOK  LESS 
THAN  ONE  MONTH.  AT  THAT  TIME,  EXIM  TOLD  ME  THAT  BASED  ON  OUR 
PARTICULAR  FACTS  AND  CIRCUMSTANCES,  IF  PROCEDYNE  PERFORMED 
WELL  ON  THIS  SECOND  DEAL,  EXIM  WOULD  BE  Wn.LINO  TO  MOVE  US  UP 
TO  A  BLANKET  WORKING  CAPITAL  GUARANTY  PROGRAM.  MEANING 
THAT  WE  WOULD  HAVE  FULL  DISCRETION  WITH  OUR  BANK  TO  MOVE 
PROJECTS  INTO  THE  PROGRAM  WmiOUT  EXIM'S  PRIOR  APPROVAL. 

THEN  THINGS  GOT  TO  BE  A  LITTLE  INTERESTING.  BEFORE  WE  WERE  EVEN 
HALF  WAY  THROUGH  THE  SECOND  PROJECT,  WE  RECEIVED  AN  IDENTICAL 
$1.5  MILLION  ORDER  •  THIS  ONE  HEADED  FOR  MAI.AYSIA.  WE  ALSO  HAD  A 
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MAJOR  ORDER  HFADF.D  FOR  BRAZIL,  TWO  ORDERS  HEADED  FOR  CHINA 
AND  ONE  GERMAN  ORDER.  WE  HAD  THE  NEED  FOR  A  BLANKET 
GUARANTY  BUT  WE  HAD  NOT  YET  COMPLETED  THE  SECOND 
PREREQUISITE  ORDER.  EXIM  MET  US  HALF  WAY  BY  GIVING  US  WHAT  WE 
CAME  TO  CAI  L  A  QUASI  BLANKET  GUARANTY.    MEANING  THAT  WE 
FINANCED  MORE  THAN  ONE  TRANSACTION  AND  THAT  EXIM  NFEDED  TO 
FORMALLY  APPROVE  ADDITIONS  TO  THE  PROGRAM.  THE  APPROVAL 
PROCESS  WAS  NOW  DOWN  TO  A  MATTER  OF  ONLY  TWO  WEEKS. 

THIS  PAST  APRIL,  WE  GRADUATED  TO  A  FUIX  BLANKET  WORKING 
CAPITAL  GUARANTY  FROM  EXIM  BANK.  WE  CAN  NOW  FREELY  MOVE 
PROJECTS  INTO  THE  FACILITY  WITH  MINIMAL  EFFORT.  ALSO,  THE 
FACILITY  NOW  PERMITS  OUR  ISSUING  PERFORMANCE  BONDS  TO  OUR 
CUSTOMERS. 

IN  ALL  WE  HAVE  EXPORTED  NINE  PROJECTS  TOTALING  OVER  $6M  WITH 
THE  HELP  OF  EXIM  BANKi  AND.  WE  ARE  CURRENTLY  BORROWING 
AGAINST  FIVE  ADDITIONAL  PROJECTS  WTTH  AN  AGGREGATE  SALES 
VALUE  OF  APPROXIMATELY  $2M. 

IN  SUMMARY,  WE  FEEL  THAT  WE  CAN  TRULY  CALL  THE  PEOPLE  AT  EXIM 
OUR  FRIENDS  AS  THEY  HELP  US  MAKE  THE  TRANSITION  TO  A  SELF- 
SUFFICIENT  GLOBAL  SUPPLIER  OF  LARGE  SCALE  HIGH  TEMPERATURE 
EQUIPMENT. 

THANKS  FOR  YOUR  ATTENTION. 
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Testimony  by  Peter  A.  Bowe 

President,  Ellicott  Machine  Corporation  International 

June  22,  1995 

To  the  House  Small  Business  Subcommittee 

on 

Procurement,  Exports,  and  Business  Opportunities 


Mr.  Chairman,  I  am  pleased  to  have  this  opportunity  to  explain  the  various 
ways  that  the  federal  government  has  helped  Ellicott  Machine  export  capital 
equipment  around  the  world. 

Ellicott  Machine  Corporation  International  is  a  110  year  old  manufacturer  of 
dredging  equipment  for  ports  and  harbors  and  land  reclamation  projects  like 
new  airport  construction.   Our  company  built  all  the  dredges  used  in  the 
original  construction  of  the  Panama  Canal  and  has  been  involved  in  exporting 
ever  since.   We  export  70%  of  our  annual  production  and  have  sold  to  over 
70  countries.   We  consider  ourselves  a  small  business  with  approximately 
1 50  employees,  operating  primarily  from  one  facility  in  Baltimore,  Maryland. 

The  nature  of  our  product  and  our  markets  is  such  that  we  could  not  succeed 
against  our  foreign  competitor  without  active  federal  govemment 
involvement.   Typically  our  customer  is  the  Transportation  Ministry  of  a 
foreign  government,  quite  frequently  a  newly  developing  country  such  as 
Indonesia.     Our  equipment  is  primarily  used  in  infrastructure  projects  which 
have  long  term  pay  backs  not  usually  financeable  through  the  private  sector. 
Our  products  themselves  are  large  capital  goods  costing  hundreds  of 
thousands  or  even  millions  of  dollars.   This  means  our  customers  rec     e 
financing. 

Given  the  nature  of  our  markets  and  our  products,  we  could  not  stay  in 
business  without  access  to  the  kind  of  financing  offered  by  the  U.  S.  Exim 
Bank  and  without  the  support  and  knowledge  of  the  U.  S.   Foreign  and 
Commercial  Service.   Government  advocacy  on  our  behalf  has  been  critical 
on  a  number  of  occasions  to  our  success.   Such  advocacy  has  been  more 
effective  and  timely  since  the  establishment  of  the  Advocacy  Center  within 
the  Department  of  Commerce.    Finally,  we  have  had  several  occasions  to  use 
feasibility  or  orientation  study  grants  from  the  Trade  and  Development 
Agency,  which  have  contributed  to  our  success  on  at  least  two  projects.    I 
have  attached  recent  articles  from  the  Baltimore  Sun  about   Ellicott  winning 
two  contracts,  one  in  Indonesia  and  one  in  Vietnam,  with  a  combined  value 
of  about  $35MM.     These  two  projects  will  create  about  150  man  years  of 
work  here  at  Ellicott  and  our' principal  vendors  located  in  more  than  a  dozen 
industrial  states. 
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Support  from  these  four  programs  has  contributed  to  Ellicott  contract 
successes.   In  addition  to  Vietnam  and  Indonesia,  in  Venezuela,  Egypt,  and 
Paraguay  in  recent  years. 

Our  principal  competitors  are  European.   All  of  them  have  government 
support  at  least  equal  to  or  greater  than  what  we  now  receive  from  the  U.S. 
Government.    For  example,  as  we  sit  here  today,   the  Prime  Minister  of 
Holland  is  accompanying  our  Dutch  competitor  on  a  sales  trip  to  leading 
Asian  markets  including  Vietnam  and  China.   Our  Dutch  competitor  enjoys 
not  only  advocacy  at  the  Prime  Ministerial  level  but  subsidies  and  direct 
foreign  aid  grants  to  their  customers  to  buy  their  product  plus  Exim  Bank 
type  financing.   Our  principal  German  competitor  has  benefited  from  several 
hundred  million  dollars  of  soft  loans,  i.e.,  with  way  below  market  interest 
rates,  to  its  developing  country  customers  to  buy  dredges  built  in  Germany. 
Thanks  to  ExIm  Bank's  "Tied  Aid  War  Chest,"  we  are  now  able  to  begin  to 
respond  to  this  serious  competitive  threat. 

The  Foreign  and  Commercial  Service  acts  as  the  official  eyes  and  ears  on  the 
ground  for  U.S.  exporters.   They  have  relationships  with  both  staff  and 
Ministers  of  foreign  governments  to  know  where  the  foreign  export 
opportunities  lie.  Their  knowledge  and  input  properly  supplement  information 
gathered  from  our  own  sales  people  and  local  representatives.   They  also 
give  credibility  with  foreign  governments  to  small  exporters  such  as  Ellicott, 
who  may  be  unknown  overseas.   Foreign  governments  expect  concrete 
evidence  that  the  U.S.  government  supports  American  exporters,  and  this 
comes  from  the  local  FCS  people  and  the  ambassador. 

We  have  found  the  Advocacy  Center  very  responsive  in  coordinating  the 
proper  support  from  the  right  U.S.  Government  officials.    When  our 
customer  is  a  foreign  government,  it  tends  to  be  receptive  to  official 
communication  from  American  Government  officials.  So  advocacy  is  an 
inexpensive  way  to  promote  exports.   In  Ellicott's  recent  contract  in  Vietnam, 
as  no  official  support  like  ExIm  Bank  was  available  due  to  the  lack  of 
diplomatic  relations,  advocacy  alone  was  the  key  discriminating  factor  in  our 
success. 

There  has  been  some  talk  in  Congress  lately  of  dismantling  export  promotion 
functions.  These  functions  are  so  important  to  our  ability  to  export  in  our 
markets  that  without  them  we  would  be  forced  to  consider  moving  our 
manufacturing  capacity  to  a  country  like  Canada,  which  offers  the  same  type 
of  export  support  as  that  now  provided  by  European  countries  to  our 
European  competitors. 
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ELLICOTT  MACHINE  MAKES  HISTORY 


Firm  first  to  sell 
big  capital  goods 
to  Vietnam 

By  John  E.  Woodruff 

SunSoffWmtr 

Two  gtont  450-ton  dndgcs  fram 
B&IUfficn-baaed  EUlcott  Machine 
Corp  vtD  be  the  first  bt^  American 
capital  goods  sold  to  VMiuni  since 
Pmldcnt  BtU  Olntcn  lifted  the  em- 
bar^  on  Mies  to  America  9  farms 
enemy  won  than  1 6  montha  a^. 

EUlcon.  which  has  a  repuUOon 
for  aggreaatvely  pushing  Ita  har- 
bor- and  river -deepening  equip- 
ment in  Southeast  Asia,  campleud 
a  $  1 2nulllfln  contract  yesterday  to 
supply  two  'Super  Dragon'  dtvc^e* 
and  parts  to  upgrade  fWe  sOU- 
worklng  dredges  It  sold  to  V  tetnam 
decades  agCL 

history  that  Is  being  written  here 
on  Bush  Street  today  '  wld  Kath- 
leen Harrlngtoo.  special  adviser  to 
Assistant  Secretary  of  State  for 
Asian  AfTatrs  Winston  Lord,  stand- 
ing on  a  speaker's  platform  tmpro- 
.  ised  on  the  deck  of  a  red-white- 
Iblue  d 


EUIcotl  Machine  Cor^  President  Peter  A.  Bowe  stands  at  the  podhmt  for  a  i 
Making  the  trtp  fixm  Washtng-     tng  the  Baltlmore-baoed  company's  Mle  of  two  4SO-tofl  dredge*  to  Vietnam.  The  dredges  vUl  be  the 
-     '  ^      Orst  Mg  capital  gooda  sold  to  Vletnani  since  President  CUntoo  lifted  the  embargo  on  aaka. 


,ent»i% 
her  were  a  half-dozen  Vietnamese 
diplomau  and  ofTlclals  headed  by 
le  Van  Bang,  chief  of  Hands  US. 
liaison  olflce.  and  representatives 
jj  ihe  U  S  Commerce.  Transpcrta- 
uon  and  State  departments,  all  ot 
which  worked  to  help  CUlcoa  get 
the  deal 

To  Baltimore,  the  contract  wilj 
mean  one  or  two  dozoi  new  jobs  al 
ihe  Bush  Street  facility,  and  to  ElU- 
tott's  suppliers  around  the  country 
It  will  mean  some  50  or  100  addl- 
Uonal  Jobs,  said  Peter  A  Bove.  the 
company  s  presldenL 

The  first  of  the  new  dredges  will 
10  to  Ha  Tien  Province,  near  Viet- 
nam s  border  with  Cambodia, 
where  it  will  be  used  to  deepen  a 
channel  In  the  Mekcng  Rtver.  That 


wtU  allow  a  new  cement  plant  to 
ship  Its  products  downstream  for 
export  said  Nguyen  Van  Truong, 
general  director  o^  the  gcwemisent- 
owned  dredging  company.  VINA- 
WACO. 


Dutth  by  oOatng  the  usual  Qqxrt- 
tmpoet  Bank  ffaiandn^  said  Dmd 
1991.  dlacusaMns  led  to  a'  plan  to     E.  Earle.  prefect  manager  for  the 
build  tte  two  new  giaiU  drakes.  A<Kocacy  Cento'  of  the  U.S.  De- 

But  despite  Vietnam's  rteed  and     putiueulof  Camneice. 
despite  ElUcott's  head  start,  the         The  d^  waa  saved  tiy 


The  other  wiD  9)  to  the  northern  company 'came  wtthln  a  whisker  very  creaitve  fhiaoctng,' tn  which 

port  city  o(  HaiphcMtg.  near  Hanoi  of  loelng  the  contract*  to  IHC  Hoi-  the  state  oT  Maryland  guaranteed 

where  'oceangoing  ships  have  all  land,  a  competitor,  to  1994.  Mr.  $1  mlDkai  <tf  bandtng  that  enabled 

kinds  d  prtjOkms  using  the  har-  Bone  sakL  the  Austnha-New  Zealand  Bank 

bor.  because  m  the  vhae  country  The  Dutch  company  'coukl  call  —  one  d  the  few  active  Weston 

the  dredges  we  have  can  only  do  upon  the  prime  minister  and  the  banks  In  Hand  —  to  lend  100  pcr- 

less  than  half  of  the  work  we  need.*  transporutlon  minister  to  talk  to  centof  the  price,  he  sakL 

Mr.  Ttuong  sakL  Vietnamese    counterparts    and          While  EQlcott  worked  m  Baltt- 

Vtetnam  (Irst  approached  EQl-  could  ofTer  government-backed  fl-  more  and  Kanot  to  piece  the  financ- 

cott  to  buy  replacement  parts  for  nanclng,'  he  sakl  ing  together,  the  Stale.  Commerce 

Ave  dRt^BS  that  are  still  m  service  Because  the  U  S  does  not  have  and  Transportation  departmenta 

out  of  some  19  ma^htn**  the  com-  full  dlplooi^ttc  relations 

pany  had  buth  for  the  ooimtry  30  noL  EUlcon 


t  match  the     SeeOUCOTT.  IX 


ELUCOn: 

Historic  sale 
to  Vietnam 


BowessJd. 

"So  did  Caterpillar  Corp  .  whoa* 
engines  wtll  be  on  the  dredi^  and 
who.  fortunately  for  us.  had  Jus\ 
opened  a  representative  office  in  Ha 
not  for  whk:h  this  will  be  the  flrsi 
sale.' he  sakl 

Mr.  Bowe.  who  sax)  he  normally 
likes  to  let  private  enterprise  take  Its 
course,  said  that  this  lime  he  was 
glMl  to  have  the  state  and  national 
gDvonmenis  go  to  bat  for  him. 

"Our  Dutch  compeutors  have  a 
subsldtzed  shipbuilding  indusirv- 
and  they  can  get  help  from  anyone 
In  the  govemmoiL  up  to  and  tndud- 
Ing  the  queen,  to  presaun  (or  ibret^ 


ccntiacta,' he  sakL 

In  a  case  Uke  Vietnam. 

:t  Is  the  national  gov 


the 


prayer  if  the  U  S.  government  had 
not  put  in  a  strong  edon  to  t>ack  us.* 
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Dredging  for  Success:  Clinton's  Export  Strategy 

award  to  a  (oreign  competitor  before 
agreeing  that  there  was  special  financing 
involTed  and  making  a  reactive  loan  offer. 
Obviously  that's  too  late.  .Vow  the  E.\Im 
Bank  matches  such  financing  based  on  a 
much  lower  level  of  evidence.  One  such 
loan  offer  by  the  Ex-Im  Bank,  together 
with  strong  advocacy  from  the  U.S.  Em- 
bassy, has  enabled  us  to  succeed  on  a  large 
project  in  Indonesia,  where  we  previously 
lost  a  similar  contract  three  years  ago. 

While  the  more  aggressive  U.S.  financ- 
ing policy  is  welcome,  it's  still  a  defensive 
pohcy  against  our  competitors'  offensive 
strategy.  For  example,  several  German 
ministries,  including  Finance  and  Foreign 
Affairs,  meet  twice  a  year  with  Indonesian 
officials  to  determine  which  Indonesian 
projects  could  benefit  from  German  indus- 
tnal  exports  and  special  financing.  The  re- 
sulting govemment-to-govemment  proto- 
cols give  German  exporters  a  big  advan- 
tage on  the  most  attractive  projects.  The 
Japanese.  French.  Italians.  Dutch  and  oth- 
ers do  the  same  thing  with  many  develop- 
ing countries. 

A  recent  survey  by  the  U.S.  Small  Busi- 
ness Exporters  .Association  shows  how 
much  ground  the  NES  has  to  regain:  Over 
the  fiveyear  period  before  the  NES.  Japan- 
ese and  German  programs  supported  a  five 
to  10  times  larger  share  of  exports  than 
U.S.  programs  did.  Only  the  most  compet- 
itive Amencan  companies  and  aggressive 
ibut  reactive)  U.S.  government  support 
can  overcome  these  obstacles. 

Thus  all  .American  exporters  must  de- 
light in  Secretarj-  Browns  words,  deliv- 
ered while  he  was  in  China  recently  on  a 
trade  mission,  to  the  effect  that  the  Amer- 
ican objective  should  be  not  just  a  level 
plaving  field  but  one  tilted  in  favor  of 
.American  compames.  And  why  not'.'  Cer- 
tainly the  goal  of  other  industnalized 
countries  is  to  give  their  exporiers  every 
advantage  possible. 


By  Peter  A.  Bou  e 
Twenty-five  years  ago.  my  company,  a 
large  U.S.  dredge  builder,  signed  a  big  ex- 
port contract  with  a  U.S.  multinational 
corporation  for  its  operations  in  Dutch 
Guyana.  All  seemed  well  until  F*rince 
Bernhard  of  the  .Vetherlands  suggested  to 
our  customer  that  it  might  be  prudent  to 
buy  from  our  Dutch  competitor  instead. 
The  prince  reminded  the  U.S.  company 
that  local  tax  policies  were  up  for  review 
shortly.  Our  customer  got  the  message. 
canceled  our  order,  and  bought  a  Dutch 
dredge.  While  that  kind  of  governmental 
support  seems  heavy-handed,  it  proved  the 
effectiveness  of  expon  advocacy. 

The     U.S.     government    has    taken 
decades  to  learn  that  lesson,  but  it  is  now 
prepared  to  support  American  exporters 
aggressively,  as  has  been  the  norm  for  our 
foreign  industrialized  competitors.  The  ad- 
ministration has  developed  the  National 
Export  Strategy,  the  most  coherent  and  ef- 
fective program  in  years  to  create  jobs 
through  increased  exports.  The  NES  fo- 
cuses on  financing,  advocacy  and  a  coor- 
I  dination  of  efforts  by  all  the  agencies  in- 
I   volved.  such  as  the  Export-Import  Bank. 
j   the  Overseas  Private  Investment  Corp.. 
and  the  Trade  and  Development  Agency. 
Export  advocacy  is  a  new  concept  to 
I  many  U.S.  agencies.  Ill  never  forget  ask- 
I  ing  a  senior  Commerce  Department  official 
some  years  ago  to  spealt  to  a  foreign  gov- 
ernment about  our  interest  in  a  large  pend- 
I   ing  contract.  Though  we  were  the  only  U.S. 
j  company  involved,  he  flatly  refused,  say- 
ing if  he  advocated  for  one  company,  he'd 
i  have  to  do  the  same  lor  others.  By  contrast. 
j  our  foreign  competitors  have  enjoyed  in- 
tercession at  the  prime  ministerial  level. 
I        While  we  don't  expect  President  Clin- 
I   Ion  to  get  involved  in  our  potential  con- 
1  tracts,  the  support  of  cabinet  members 
I   that  is  now  available  can  frequently  put  us 
•in  an  equal  footing  with  our  foreign  com- 
jifiitors.  Commerce  has  even  formed  an 
.\dvocacy  Otfice  to  make  sure  that  compa- 
nies like  mine  don't  lose  out  on  projects 


when  foreign  governments  exert  pressure 
on  behalf  of  national  favontes. 

We  just  won  a  SIO  million  order  from 
the  Vietnamese  government  attnbutaMe 
in  large  part  to  coordinated  advocacy  by 
the  State.  Commerce  and  Transportation 
departments.  After  a  bidder  from  the 
Netheriands  got  a  boost  when  the  Dutch 
tramportatioa  minister  asked  his  Viet- 
namese counter^tan  to  buy  Dutch,  we 
asked  for  similar  support.  It  look  the  three 
departments  less  than  a  week  to  review 
our  case  and  to  com- 
municate oo  behalf 
of  us  with  the  Viet- 
namese      minister. 
Their  letters  put  us 
back  in  the  running, 
enabling  us  to  suc- 
ceed based  on  nor- 
—  ,       ^        mai  commercial  fac- 
t^^T^     tors  like  quality  and 
^^^afc    price.   The   results? 
3^B    Dozens  of  jobs  at  our 
^^^^    factory  and  at  our 
Ron  Brmcn         vendors'  plants,  too. 
Commerce  Secretary  Ron  Brown  has  cred- 
ited U.S.  advocacy  for  .American  success 
on  TO  export  projects  valued  at  $17  billion 
over  the  past  18  months. 

Some  critics  have  charged  that  <he 
Commerce  Department  pleads  the  cases 
of  heavy  Democratic  contributors,  but  my 
company's  S1.5dO  donation  to  the  Democ- 
ratic National  Comminee  was  most  un- 
likely to  have  been  the  reason  for  the 
government's  advocacy.  Besides,  there  is 
a  lot  more  to  the  NK  than  advocacy.  Un- 
derpinning the  NES  IS  the  realization  that 
manufactured  exports  require  financing 
and  a  commitment  to  respond  in  kmd 
when  countries  such  as  Germany.  France 
and  Japan  propose  concessionary  financ- 
ing terms  to  developing  countries  tied  to 
the  purchase  of  products  from  the  lending 
country. 

Until  the  NES  was  adopted,  the  E-X-Im 
Bank  frequently  waited  until  there  was 
firm  evidence  in  the  form  of  a  contract 


.l/r.  Boice  is  president  o/Bnltimoie-biisi'il 
Ellicott  Machine  Corp.  Inieninliomil. 
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Introduction 


This  study  is  intended  to  give  a  general  view  of  the  export  promotion 
programs  and  assistance  for  small  and  medimn-sized  companies,  that  are 
provided  by  public  and  private  entities  in  the  United  States.  The  paper  also 
compares  these  programs  to  those  of  other  major  competitors:  Canada, 
Japan,  France,  Italy,  Great  Britain,  and  Germany.  A  scientific  comparison  of 
the  competitor  nations'  involvement  in  export  promotion  and  of  the  levels  of 
assistance  is  exceedingly  difficult,  inasmuch  as  market  structures,  budget 
reporting  standards,  and  promotion  patterns  vary  widely  from  nation  to 
nation. 

Assessments  are  based  on  evaluations  of  a  variety  of  written  publications  and 
other  information  furnished  by  embassies  and  ministries  of  the  respective 
nations,  as  well  as  of  various  other  public  and  private  agencies.  Trade 
specialists  from  a  number  of  these  organizations  have  also  lent  their  expertise. 

Our  information  focuses  on  federal  government  assistance  and  does  not 
claim  comprehensiveness  regarding  all  of  the  programs  available. 
Unfortunately,  adequate  data  in  export  promotion  in  Italy  and  France  has 
been  unavailable.  The  level  of  export  assistance  in  the  G7  countries  is 
extensive  as  well  as  constantiy  changing. 

This  is  the  third  in  a  series  of  studies  commissioned  by  the  Small  Business 
Exporters  Association.  Export  finance  and  export  controls  are  inherent  to 
export  promotion,  and  are  addressed  in  separate  comparative  studies 
available  on  these  subjects  from  the  Small  Business  Exporters  Association. 

For  assistance  with  editing  the  drafts,  I  would  like  to  give  special  thanks  to 
Joseph  Blair. 

Sonja  Droegehoff 
Annandale,  Virginia 
March  1995 
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General  Comparison  of  Trade  Promotion 
Activities  among  the  G7 


Indiistrial  markets  of  developed  nations  are  characterized  usually  with  only  a 
few  large  firms  producing  about  50  percent  of  the  total  output,  whereas  a 
great  nvunber  of  small  businesses  share  the  remaining  market.  This  industry 
structure  is  typical  of  the  U.S.  as  well  as  competitor  nations.  Although  most 
businesses  are  small,  the  influence  of  large  companies  is  considerable.  In 
Germany,  for  example,  nearly  40%  (3.5  million)  of  the  work  force  is 
employed  by  large  companies  with  more  than  1,000  employees. 

To  equalize  eventual  disadvantages,  export  promotion  programs  of  our 
competitors  are  primarily  designed  to  support  small  and  medium-sized 
exporting  companies  in  order  to  afford  them  access  to  new  markets.  Large 
companies  receive  government  support,  but  they  benefit  most  from 
government  advocacy  in  large  projects. 

What  makes  up  Trade  Promotion? 

Foreign  trade  promotion  consists  primarily  of  counseling  about 
opportunities,  risks,  and  overall  conditions  in  foreign  markets.  Competitor 
nations  provide  varying  levels  of  individual  promotion  programs  and  research 
materials  which  are  accessible  in  pubUcations  and  CD-ROM,  or  in  on-line 
data  bases.  However,  assistance  programs  and  services  sometimes  vary  widely 
among  the  nations  and  are  not  always  comparable. 

In  European  countries  and  Japan,  trade  activities  outgrew  their  limited 
domestic  markets  not  long  after  the  Second  World  War;  their  businesses 
were  forced  to  expand  into  international  markets  at  a  very  early  stage.  At  that 
time,  the  U.S.  economy  was  still  focused  on  its  domestic  opportunities  and 
considered  exports  less  important  As  a  consequence  of  early  e^qporting,  most 
competitor  nations  built  their  export  activities  on  the  pre-existing,  traditional 
export  structures,  relying  on  the  longtime  expertise  and  e;q)erience  of  their 
private  sectors. 
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Promotion  Infrastructures 

In  most  competitor  nations,  export  promotion  infrastructures  have  been  very 
different  from  those  of  the  United  States.  The  export  promotion  structures  of 
Japan,  France,  and  Italy  are  somewhat  centralized,  and  the  responsibiMty  for 
e>q>ort  promotion  is  shared  by  only  a  few  government  agencies  which  work 
closely  together. 

In  Canada  and  the  United  Kingdom,  govenmient  support  is  provided  through 
a  number  of  information  outlets  throughout  each  coimtry;  again  only  a  few 
govenmient  agencies  or  ministries  are  involved  in  export  promotion  matters. 

In  contrast,  the  United  States  has  19  government  agencies  under  the 
mnbrella  of  the  Trade  Promotion  Coordinating  Committee  (TPCC)  involved 
in  export  promotion. 

Private  Sector  Assistance 

Foreign  governments  rely  on  support  from  their  private  sectors  in  public 
trade  promotion  efforts.  Particularly  in  Europe,  private  or  semiprivate 
organizations  are  much  more  involved  in  export  promotion  than  is  the  case  in 
the  U.S.  There  is  a  growing  trend  for  governments  to  share  more  and  more  of 
the  responsibility  for  export  promotion  with  private  entities,  such  as 
chambers  of  commerce  and  banks.  They  take  advantage  of  the  close 
cooperation  between  government  and  the  private  sector,  which  gives 
feedback  on  the  effectiveness  and  viability  of  programs  and  services  offered. 

Role  of  Chambers  of  Commerce 

In  European  countries,  chambers  of  commerce  play  an  important  role  in 
export  promotion.  The  British  Association  of  Chambers  of  Commerce,  for 
example,  apart  from  its  own  activities,  provides  market  research  services  on 
behalf  of  the  Department  of  Trade  and  Industry  (DTI).  Italian  Chambers  of 
Commerce  have  invested  in  trade  centers  which  are  attached  to  the  Italian 
Institute  for  Foreign  Trade.  In  Germany,  most  of  the  export  promotion  is 
channeled  through  a  network  of  chambers  of  commerce,  associations,  banks, 
and  various  other  private  and  semiprivate  organizations. 

Chambers  of  oommeroe  in  the  United  Kingdom  and  Germai^  even  advise 
their  governments  on  e3q)ort  promotion  policies. 
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In  European  countries,  the  chambers'  backgrounds  are  different  from  those 
of  the  U.S.  Chamber  of  Commerce.  In  many  European  nations,  membership 
in  chambers  of  commerce  is  mandatory  for  all  companies.  In  addition  to 
financial  resources  from  membership  fees,  the  chambers  receive  funding  for 
programs  and  services  which  they  provide  on  behalf  of  the  government 

In  Canada,  private  organizations  seek  expanded  involvement  in  export 
promotion  in  order  to  minimize  their  dependence  on  government  agencies 
and  to  influence  governmental  e3q)ort  policy. 

U.  S.  Infrastructure 

The  United  States'  efforts  to  establish  a  comparable  governmental 
interagency  network  similar  to  those  provided  by  other  nations  started  with 
the  Export  Enhancement  Act  of  1992.  Under  this  act,  the  TPCC  had  been 
given  the  mission  of  developing  a  national  export  strategy.  With  the 
introduction  of  the  report.  Toward  a  National  E;q)ort  Strategy,"  in 
September  1993,  basic  changes  were  initiated.  The  progress  generated  by 
those  changes  is  detailed  in  the  1994  TPCC  report,  "A  National  Export 
Strategy." 

Since  January  1994,  U.S.  expoTteis  in  Baltimore,  Chicago,  Miami,  and  Long 
Beach  (California)  have  been  able  to  turn  to  U.S.  Export  Assistance  Centers. 
These  target  mainly  e;q)ort-ready  small  and  medium-sized  exporters.  During 
1995, 11  more  centers  throughout  the  country  will  be  opened.  U.S.  Export 
Assistance  Centers  were  established  on  a  pilot  basis  and  serve  as 
"one-stop-shops"  for  information  about  federal  export  assistance  programs 
and  services. 

Trade  Information  Centers  now  provide  information  about  federal  resources 
for  small  and  mediimi-sized,  new-to-export  companies  without  charge 
through  a  toll-free  telephone  number. 

Although  administrative  procedures  have  been  streamlined  and  government 
assistance  has  been  somewhat  centralized  under  the  TPCC,  there  has  been 
comparatively  little  involvement  of  private  organizations  in  U.S.  export 
promotion.  A  small  number  of  private  organizations  such  as  the  Small 
Business  Exporters  Association  and  a  variety  of  private  export  data-base 
services  are  available  to  assist  exporters. 
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Export  Promotion  Expenditures 

Historically,  the  Japanese  government  supported  the  increase  of  exports  by 
aggressive  in-market  assistance  for  its  companies,  while  domestic  markets 
were  rigorously  protected  from  foreign  competitors.  Due  to  pressure  from 
many  of  its  trading  partners  which  had  to  bear  trade  deficits  with  Japan  for 
years,  the  Japanese  government  decided  to  change  its  official  strategy  from 
export  to  import  promotion.  The  existence  of  any  export  promotion  activities 
is  flatly  denied.  Exports  are,  however,  the  mainstay  of  the  Japanese  economy. 
Therefore,  the  Japanese  government's  claim  that  75  %  of  their  expenses  are 
used  for  promoting  imports,  might  be  questioned.  Moreover,  Japan's  private 
sector  contributions  for  export  promotion,  which  totaled  about  $33.5  million 
in  1992,  are  not  included  in  official  data. 

The  following  table  shows  the  levels  of  the  G7  export  promotion  budgets, 
relative  to  their  Gross  Domestic  Product  (GDP).  Although  comparing  a 
nation's  promotion  budget  against  its  GDP  does  not  necessarily  indicate  the 
value  and  effectiveness  of  a  nation's  export  promotion  activities,  promotion 
expenses  indicate  the  varying  degrees  of  governmental  emphasis  on 
promoting  exports. 


Nonagricultural  Export  Assistance  Services  of  the  G7 


1992  Budget 

in 
($  millions) 

1992 

Exports 

($  billions) 

GDP 
($  biUions) 

Budget  per 

$  Billion  of 

Exports 

Budget  per 

$1,000  as  a 

percentage 

of  GDP 

Canada 

France 

Germany 

Italy 

Japan 

U.S. 

U.K. 

61.2 

239.0 

83.9 

71.2 

94.3 

149.4 

285.7 

134.4 
235.9 
422.3 
178.2 
339.9 
448.2 
190.0 

594 
1.322 
1,928 
1.222 
3.672 
5,951 
1.008 

0.455 
1.013 
0.199 
0.400 
0.277 
0.333 
1.504 

0.10 
0.18 
0.04 
0.06 
0.03 
0.03 
0.28 

Source:  TPCC,  National  Export  Strategy,  October  1994,  p  155 

Note:  Export  promotion  activities  included  in  the  table  range  from 
export-awareness  programs,  coimseling,  and  information  to  trade  missions 
and  trade  shows.  The  figures  should  particularly  compare  the  competitor 
nations'  expenditures  for  export  promotion  versus  the  promotion  budget  of 
the  International  Trade  Administration.  (The  ITA  is  a  U.  S.  Department  of 
Commerce  agency.) 
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Range  of  Assistance  and  Services 


The  individuality  of  the  competitor  nations  is  expressed  not  only  in  the 
systems  used  to  promote  export  activities,  but  also  in  the  consideration  of 
levels  of  assistance.  Foreign  promotion  efforts  sometimes  vary  widely  and  do 
not  correspond  to  programs  or  promotion  activities  provided  by  the  United 
States. 

Counseling  Services 

The  competitor  nations'  export  counseling  is  provided  mostly  by  government 
agencies,  especially  in  the  case  of  the  Canadian  government,  which  provides 
its  small  and  medium-sized  businesses  with  comprehensive,  all-encompassing 
information  and  assistance.  British  companies  receive  similar  support 
through  programs  of  the  Department  of  Trade  and  Industry.  Chambers  of 
commerce  ia  the  United  Kingdom  and  Italy  actively  take  part  in  this 
promotion  field.  In  Germany,  most  of  the  coimseling  itself,  is  left  up  to  the 
Chambers  of  Commerce  and  to  banks.  Government  counseling  in  Canada  is 
mostly  free,  while  in  European  coimtries  only  a  few  basic  services  are 
provided  free.  There  is  a  service  fee  for  most  of  the  assistance. 

Trade  Fairs 

The  use  of  trade  fairs  for  promotion  is  a  major  component  of  government 
support  in  European  countries,  whereas  the  U.S.,  Japan,  and  Canada  spend  a 
good  deal  of  their  export  promotion  expenditures  on  feasibility  study  funding. 
In  1992  the  British  government  subsidized  300  trade  fairs,  Italy,  151,  and 
Germany,  117.  In  contrast  to  these  figures,  the  U.S.  normally  subsidizes  only 
about  50  certified  trade  fairs  abroad  each  year. 

Feasibility  Studies 

In  the  area  of  feasibility  studies,  the  Trade  Development  Agency  (TDA)  has 
imdertaken  a  review  of  the  feasibility  studies  supported  by  Canada  and  Japan 
to  assess  the  level  of  support  they  provide  for  this  type  of  trade  promotion.  In 
Canada,  this  activity  is  hoiised  in  the  Industrial  Cooperation  Program  of  the 
Canadian  International  Development  Agency  (ICP),  with  a  1994  budget  of 
approximately  U.S.  $52  million.  The  ICP  estimates  that  roughly  half  of  this 
budget  goes  for  feasibility  studies.  The  Japan  International  Cooperation 
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Agency  (JICA)  produces  feasibility  studies  that  are  comparable  to  those 
produced  by  TDA.  The  JICA  had  a  budget  of  approximately  U.S.  $308 
million  in  1993  .  Some  othe'  aspects  of  export  promotion,  such  as  a  nation's 
advocacy  and  tied  aid  practices,  can  also  have  an  enormous  influence  on  the 
overseas  export  success  of  its  industries. 


Funding  for  Feasibility  Studies 


Canada 
Japan 
United  States 

Entity 

ICP 
JICA 
TDA 

Expenditures 

on  Feasibility 

Studies 

($  minion) 

26 

308 

31 

1992  Exports 
<$billion) 

134.4 
339.9 
448.2 

Feasibility 
Study  Budget 
p&r  $  bilOons 

0.193 
0.906 
0.070 

Source:  TPCC,  National  Export  Strategy,  Oc^tober  1994,  p.  155 
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Market  Competition 


In  today's  competition  for  international  markets,  innovative  firms  from 
Europe  and  Japan  fight  for  the  lead.  These  companies,  in  particular  Japanese 
firms,  create  a  fierce  competition  by  engaging  in  aggressive  business 
practices.  In  the  environmental  field,  their  strategies  are  vigorously  supported 
by  their  governments  and  are  very  effective.  The  Japanese  policy,  for 
example,  is  to  commit  to  ongoing  innovation,  quality,  fast  market-readiness, 
and  to  prioritize  consumer  satisfaction  above  all. 

Japan's  exports  in  1992  accounted  for  9.26  percent  of  its  GDP.  European 
countries  exported  up  to  21.9  percent  of  their  1992  GDP,  while  the  United 
States,  with  a  mere  7.5  percent,  finds  itself  outpaced  to  a  great  extent  In 
Germany,  every  third  job  is  related  to  exports,  while  only  one  in  six  U.S.  jobs 
can  be  attributed  to  export  activities. 

Main  Trade  Markets 

While  Japanese  companies  focus  on  Europe  and  on  the  most  dynamic  and 
fast-growing  East  Asian  market,  Germany,  France,  and  the  United  Kingdom 
turn  their  promotion  efforts  to  the  states  of  the  former  Eastern  bloc.  Trade 
relations  of  the  former  Crerman  Democratic  Republic  in  1992  focused  mainly 
on  the  state-trading  nations  of  the  former  Eastern  bloc.  In  1992  as  well,  half 
of  the  region's  foreign  trade  turnover  was  with  Central  and  Eastern  Europe, 
with  the  former  Soviet  Union  as  the  primary  Eastern  trading  partner. 

Canada's  main  trading  partner  has  been  the  U.S.,  which  in  return  conducts 
approximately  27  percent  (1992)  of  its  trade  with  its  xiorthem  neighbor. 
Besides  proceeding  with  its  international  trade  poUcy  with  traditional 
European  and  Japanese  markets,  the  U.S.  government  has  also  recognized 
the  great  potential  of  the  "Big  Emerging  Markets",  which  are  expected  to 
surpass  J^anese  and  European  markets  in  growth  over  the  next  20  years. 
Therefore,  the  U.S.  government  concentrates  on  promotion  programs  to  help 
companies  to  benefit  from  these  great  opporttmities. 

The  following  table  gives  an  overview  of  the  markets  monitored  by  particular 
nations. 
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Comparison  of  Main  Trade  Markets  in  1992 

(Approximate  %  share  of  trade  with  various  world  markets  of  individual  G7 
nations.) 


Market 
Regions 

United 
States 

Canada 

Japan 

France 

Italy 

UX 

Sermany 

No.  Amer. 

27.2 

72.5 

29.0 

8.7 

7.1 

12.9 

7.5 

(Can./Mex/US) 

Latin  America 

6.3 

1.4 

3.0 

1.4 

2.2 

1.2 

1.7 

Europe 

24.3 

11.0 

19.8 

70.9 

73.3 

65.4 

74.9 

(inc. 

EC.CEEC) 

EC 

21.9 

8.4 

16.0 

61.2 

58.3 

54.1 

53.2 

CEEC 

0.8 

0.6 

0.9 

2.2 

3.9 

1.3 

5.5 

Middle  East 

3.4 

0.6 

8.3 

2.5 

3.5 

3.4 

2.0 

Far  East 

19.5 

6.1 

33.5 

5.3 

5.1 

7.9 

6.5 

Africa 

2.5 

0.7 

1.7 

5.6 

5.5 

2.7 

2.4 

Source:  OECD 


In  1992,  members  of  the  European  Union  conducted  at  least  53  %  of  their 
foreign  trade  within  the  EU,  and  the  share  of  intra-EU  trade  is  still 
increasing.  In  January,  1993,  the  agreement  on  the  European  free  trade  zone 
came  into  effect  Member  nations  take  advantage  of  dissolved  custom 
barriers  at  the  national  borders  and  are  confronted  with  much  less 
paperwork.  European  firms  also  benefit  firom  the  fact  that  European 
standards  already  conform  with  most  of  the  GATT  requirements. 
Additionally,  small  and  medium-sized  EU  members  are  supported  by  special 
export  promotion  programs  provided  by  the  European  Union. 
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Comparative  Advocacy  Practices 


Advocacy  involves  official  government  support  of  a  nation's  businesses  in 
negotiations  at  high  political  and  economic  levels,  without  any  official 
involvement  in  the  actual  contract  formahties.  Whether  or  not  a  company 
wins  a  bid  depends  solely  on  the  merits  of  a  company's  products  or  services. 

The  U.S.  government  in  the  past  has  only  reluctantly  involved  itself  in 
advocacy,  i.e.,  assisting  companies  in  overseas  markets  through  involvement 
of  high-level  government  officials.  Support  was  provided  only  upon  specific 
requests  by  companies. 

Competitor  nations,  however,  have  availed  themselves  of  this  tool  both  more 
effectively  and  more  aggressively,  inasmuch  as  they  have  recognized  advocacy 
as  a  vital  component  of  their  export  promotion  strategy.  It  should  be  noted, 
however,  that  the  line  between  advocacy  and  tied  aid  offers  is  ill-defined  and 
ambiguous. 

Historically,  Japan  has  pmrsued  aggressive  in-market  export  promotion,  and 
has  established  formidable  protections  of  its  domestic  markets  from  foreign 
imports.  Officially,  there  has  been  a  structural  change  from  export  to  import 
promotion.  In  accordance  with  this  official  change,  the  Japanese  govenoment 
claims  that  it  no  longer  promotes  Japanese  exports,  and  that  it  no  longer 
provides  any  advocacy  for  its  companies.  These  claims  can  be  questioned, 
because  Japanese  companies  still  receive  tacit  government  assistance. 

In  contrast  to  competitor  nations'  advocacy  practices,  German  government 
advocacy  represents  German  industry  as  a  whole,  highhghting  Germany's 
high  standards  in  production  and  technology.  Specific  company  or 
project-related  intervention  by  high-level  government  officials  is  rare;  special 
support  is  provided  only  on  an  ad  hoc  basis  or  simply  on  a  political  level.  On  a 
lower  level,  however.  Chambers  of  Commerce  Abroad  and  trade  specialists 
in  German  embassies  or  consulates  provide  businesses  with  individualized 
counseling  on  trade  disputes,  and  they  provide  assistance  in  dealing  with 
pubUc  tenders. 


Oi     dAA        OC 
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In  France  and  in  Great  Britain,  high-level  ofiSdals  are  pursuing  greatly 
expanded  government  support  In  the  United  Kingdom,  high-level  advocacy 
is  the  rule.  The  prime  minister,  other  government  officials,  and  even  the 
Royal  Family  have  on  many  occasions  supported  the  British  economy.  The 
prime  minister  does  not  hesitate  to  intervene  direcdy  in  trade  negotiations. 
French  government  advocacy  activities  include  involvement  of  the  French 
president,  the  Foreign  Trade  minister,  and  other  cabinet  officials,  for 
assisting  French  companies  in  winning  contracts  abroad. 

Canada's  government  advocacy  is  an  established  component  of  its  export 
promotion  strategy.  Trade  Commissioners  abroad,  who  are  officers  of  the 
Department  of  Foreign  Affairs  and  International  Trade  (DFATT),  promote 
Canadian  trade  interests  in  international  markets.  They  also  help  businesses 
find  trade  partners  abroad  and  assist  Canadian  companies  in  settling  trade 
disputes.  In  cases  where  political  situations  abroad  conflict  with  Canadian 
trade  promotion  efforts,  DFATT  does  not  hesitate  to  intervene.  To  avoid 
Canadian  government  assistance  to  foreign-owned  businesses,  this  support  is 
restricted  to  companies  which  are  at  least  50  percent  Canadian-  owned,  or 
are  employers  in  Canada. 

The  Italian  government  provides  advocacy  both  for  particular  industries  and 
for  firms  bidding  on  large  projects  overseas.  In  addition,  the  Italian  Institute 
for  Foreign  Trade  (ICE)  assists  companies  in  setting  up  industrial  and 
technological  joint  ventures. 

In  launching  a  new  advocacy  program,  the  Clinton  Administration  in  the  U.S. 
has  shown  that  it  recognized  the  urgent  political  and  economic  need  to 
improve  export  trade  opportunities  for  businesses  in  the  United  States.  In 
order  to  maintain  export  competitiveness,  U.S.  companies  bidding  in  the 
international  marketplace  clearly  require  at  least  an  equivalent  level  of 
government  support  as  competitor  nations  provide  to  their  firms.  Over  the 
years,  especially  since  after  the  Second  World  War,  American  businesses 
have  lost  billions  of  dollars  in  e^^rt  sales  as  a  consequence  of  this  lack  of 
support. 

In  the  United  States,  17  agencies  contribute  to  the  Advocacy  Coordinating 
Network,  which  was  established  in  November  1993.  These  include  both  the 
Departments  of  State  and  of  Commerce,  the  Eiqrart  Import  Bank  of  the 
United  States  (Ex-Im  Bank),  the  Overseas  Private  Investment  Corporation, 
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the  Trade  and  Development  Agency  (TD  A)  and  various  other  entities  with 
regular  involvement  in  trade  .  The  American  Advocacy  Program  coordinates 
available  government  resomrces  and  develops  strategies  to  assist  companies 
in  major  overseas  projects.  The  American  Advocacy  Program  extends  its 
support  when  trade  negotiations  require  U.S.  government  representation 
above  Ambassador  level. 

By  1993,  the  new  strategy  had  already  resulted  in  more  than  70  sizable 
contracts,  which  accotmted  for  $17  billion  in  exports,  and  supported  over 
275,000  jobs  in  the  U.S.  The  President's  active  commitment  to  this  program 
and  the  involvement  of  various  cabinet  and  other  government  officials 
contributed  to  this  achievement.  New  advocacy  in  the  U.S.  consists  of 
communiques  and  telephone  calls  from  government  notables,  as  well  as 
personal  meetings  in  the  United  States  and  abroad.  The  advocacy  program 
also  provides  commercial,  technical,  and  financial  assistance  to  U.S. 
companies  for  specific  projects. 

The  American  Advocacy  Program  also  seeks  to  identify  projects  through 
multilateral  development  banks.  Advocacy  visits  by  Commerce  Secretary 
Ronald  Brown  to  South  Africa  and  China  have  proven  to  be  effective.  The 
new  U.S.  Advocacy  Center  is  located  at  the  Department  of  Commerce.  For 
examples  of  effectiveness  of  advocacy  support,  please  see  the  appendix  I. 

Other  nations,  such  as  Germany,  are  also  increasingly  aware  of  the 
importance  of  promoting  their  own  export  potential  through  high-ranking 
government  officials.  In  Apiii,  1994,  the  German  Minister  of  Economy 
opened  The  Asia-Pacific-Conference  of  the  German  Economy"  in  Bangkok, 
Thailand;  in  June,  1994,  he  invited  some  200  participants  from  China  and 
Germany  to  conduct  a  joint  German/Chinese  fact-finding  session  on  behalf  of 
mediimi-sized  business. 
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International  Trade  -  Tied  Aid  Practices 


Definition^ 

Foreign  aid  is  generally  categorized  as  either  bilateral  or  multilateral. 
Bilateral  aid  is  provided  directly  from  donors  to  recipient  countries. 
Multilateral  aid  is  funneled  to  recipient  countries  via  international 
institutions  such  as  the  United  Nations  and  the  World  Bank. 

Untied  aid  consists  of  loans  or  grants  that  are  freely  and  fully  available  to 
substantially  all  developing  countries  for  procuring  financial  assistance  from 
the  Organization  of  Economic  Cooperation  and  Development  (OECD) 
countries.  Partially  untied  aid  consists  of  loans  or  grants  that  are  tied  to  the 
purchase  of  goods  and  services  from  the  donor  country  and  from  a  restricted 
number  of  other  coimtries,  including,  all  developing  coimtries. 

Tied  aid  refers  to  a  donor  cotmtry  which  provides  foreign  assistance  linked  to 
the  purchase  of  its  goods  and  services.  The  motivation,  therefore,  is  to 
increase  the  donor's  exports.  U.S.  competitors'  tied  aid  practices  are  of 
concern  to  U.S.  policymakers,  because  U.S.  ej^wrters  can  be  put  at  a 
competitive  disadvantage  in  bidding  on  overseas  projects  when  competitor 
coimtries  make  tied  aid  available.  Tied  aid  can  consist  of  foreign  aid  grants 
alone;  grants  mixed  with  commercial  finanring  or  ofGcial  export  credits 
(mixed  credits);  and  concessional  (low  interest  rate)  loans  . 

Program  Focus 

According  to  the  General  Accounting  Office  (GAO),  tied  aid  programs 
among  the  G7  differ  widely  in  their  program  focus.  While  U.S.  tied  aid  is 
primarily  linked  to  programs  concerning  "basic  human  needs,"  such  as 
education,  health,  and  food  aid,  competitor  nations'  tied  aid  programs  are 
earmarked  for  capital  projects,  such  as  dam  construction,  power  plants,  and 
for  various  other  projects.  These  are  e:q>ected  to  provide  higher  economic 
benefits  than  would  programs  for  basic  human  needs. 

Capital  projects  generally  require  large  amounts  of  imported  high  tech  goods 
and  services,  which  frequently  generate  revenue  for  the  donor. 
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Also  according  to  the  GAO,  in  the  years  1988-91,  on  average,  between  45 
percent  and  91  percent  of  competitor  nations'  tied  aid  was  used  for  capital 
projects,  while  the  U.S.  spent  only  17  percent  in  this  manner. 

Tied  Aid  Involvement  of  our  Competitors 

Between  1987  and  1990,  the  total  amoimt  of  tied  aid  commitments  in  the  G7 
covmtries  increased  by  roughly  71  percent.  The  average  of  the  seven 
countries'  bilateral  aid  was  45  percent  both  in  1987  and  in  1990.  With  respect 
to  the  percentage  of  the  bilateral  aid  average  over  a  four-year  period 
(1987-1990),  Italy  expended  the  highest  share  of  tied  aid  ~  approximately  86 
percent.  Japan's  share  was  15  percent,  and  the  United  States',  36  percent, 
indicating  that  they  provided  the  two  lowest  shares  among  the  G7  iu  the  same 
four-year  period. 

The  Ex-Im  Bank  of  the  U.  S.  reported  that  the  number  of  notifications  to  the 
OECD  had  decreased  in  1993,  while  appUcations  for  imtied  aid  have 
increased  significantly.  Notifications  represent  tied  aid  offers  reported  to  the 
OECD,  that  do  not  automatically  become  commitments.  However,  there  is 
concern  among  a  nimiber  of  trade  experts  that  upon  occasion,  a  country's  aid, 
which  is  termed  "imtied,"  might  in  reality  be  tied. 

In  1993,  France  provided  the  highest  amount  of  tied  aid  offers  ($1.2  billion), 
Italy,  the  lowest  ($42  million),  and  the  United  States  ranked  third  with  $900 
milUon.  According  to  U.S.  Ex-Im  Bank  reports,  the  numbers  of  notifications 
to  the  OECD  decUned  in  1993,  whereas  the  mmiber  of  referrals  to  untied  aid 
has  increased  significantiy.  Notifications  basically  represent  tied  aid  offers 
reported  to  the  OECD,  which  do  not  necessarily  become  commitments. 

Percentages  of  Tied  Aid  Commitments  by  G7  Countries  for  Capital 
Project  Sectors(lnd. unspecified  tied  aid  commitments  on  commodities/capital  goods) 


Donor  Country 

Tied  Aid  Commitments 

:.:.;...;.::.:.;.::::::  ■  :--  (4^¥ear  :AVerafle)::::.:-™.„:::-™; 

Canada 

France 

Gemiany 

Italy 

Japan 

United  Kingdom 

United  States 

45% 
73% 
91% 
60% 
76% 
78% 
17% 

Source:  OECD,  dted  in  GAO/GGD-94-9,  International  Trade,  May  1994. 
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Tied  Aid  Practices 


In  some  countries,  the  emphasis  of  government  and  private  sector 
cooperation  is  much  more  intensive  than  in  the  U.S.  When  capital  projects 
for  economic  development  are  at  stake,  companies  in  G7  nations,  except  the 
U.S.,  often  receive  special  government  assistance. 

In  the  past,  businesses  in  the  United  States  could  not  claim  this  same  level  of 
support  through  either  a  structured  or  a  less  structured  cooperative 
government  agency  network,  as  offered  by  competitor  nations.  However, 
there  are  also  efforts  to  provide  this  specific  government  support  to  enable 
U.S.  companies  to  identify  capital  projects,  as  well  as  to  compete  in  the 
bidding  stages  for  such  projects. 

Explanations  for  disadvantages  in  international  trade  cannot  always  be 
attributed  to  competitor  nations'  tied  aid  practices.  Most  U.S.  companies 
failed  to  establish  themselves  in  the  rapidly  growing  markets  of  developing 
nations;  this  led  to  catastrophic  losses,  inasmuch  as  it  will  take  the  United 
States  years  to  recover  from  the  subsequent  damage  to  its  economy. 

Canada,  for  example,  in  connection  with  its  new  Program  for  Export  Market 
Development  (PEMD),  established  a  special  program  supporting  its 
companies  in  their  bidding  abroad.  Germany,  on  the  other  hand,  claims  not 
to  use  tied  aid  practices.  That  claim  notwithstanding,  when  Germany 
provides  training  assistance  to  developing  markets,  usually  German  goods 
will  in  all  likelihood  be  purchased. 

Japan's  budget  for  development  assistance  in  emerging  economies  is  steadily 
increasing,  although  its  presence  in  these  nations  is  relatively  limited.  With 
regard  to  development  activities,  the  Japanese  government  reUes  heavily  on 
private  consultants  to  identify  coital  aid  projects.  With  support  and 
encouragement  from  the  national  government,  J^anese  consultants  have 
strong  ties  and  networks  in  developing  countries  in  the  businesses  frequently 
rely  upon  aid-related  projects.  Foreign  firms,  interested  in  consulting  for 
overseas  projects  in  Japan,  face  a  difGcult  and  cumbersome  appUcation 
process  with  the  Japan  International  Cooperation  Agency.  In  1993,  Japanese 
businesses  won  about  35  percent  of  Japanese  official  development  assistance 
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contracts;  approxiinately  52  percent  were  awarded  to  non- Japanese 
companies  in  developing  countries. 

In  France,  private  companies  are  highly  involved  in  identifying  country 
projects  or  specific  capital  projects  for  government  funding.  As  soon  as  a 
project  is  considered  eligible,  the  government  of  the  recipient  nation  formally 
appUes  for  financial  aid  from  the  French  government 

impact  of  Foreign  Aid  Practices  on  the  U.S.  Economy 

It  is  difficult  to  determine  to  what  degree  foreign  tied  aid  practices  impact 
upon  the  U.S.  economy,  because  there  is  no  overwhelming  proof  that 
competitors'  exports  resulted  from  their  tied  aid  practices. 

However,  according  to  an  Ex-Im  Bank  market  share  analysis  of  1989,  at  that 
time  based  on  1984-87  data,  competitors'  tied  aid  practices  translated  into 
potential  annual  export  losses  for  the  United  States  of  approximately  $500 
million  to  $1.5  billion.  More  recently,  in  its  May  1994  report,  the  GAO 
estimated  that  potential  U.S.  export  losses  could  amoimt  to  $1.8  billion  a 
year,  assuming  these  projects  were  to  be  undertaken  without  tied  aid. 

Estimate  of  Annual  U.S.  Capital  Goods  Exports  Potentially  Lost  to 
Tied  Aid  Practices  of  Foreign  Competitors,  1989-91 


Regions 

Regional  level  of 

Historical  market 

Historical  mark^  i 

tied  aid  in  $US 

share  in  %* 

share  In  SUS*'    1 

AsJa 

4,454 

23% 

1,024 

Africa/Middle  East 

2.405 

16% 

385 

Latin  America 

1.514 

51% 

772 

Other* 

535 

15% 

80 

Total 

8.908 

nji.* 

2.261 

Potential  Impact  of  Tied  Aid  on  U.S.  Capital  Goods  Exports 

$2,261 


Share  of  tied  aid  exports,  which  reflects  the 
competitive  position  of  U.S.  capital  goods  industries 

Annual  level  of  U.S.  exports  supported  by  tied  aid 

Potential  aimiial  U.S.  exports  lost  due  to  foreign  aid 

Source:  Ibid. 


(467) 
$1,794 
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The  OECD  Perspective  on  Tied  Aid 

In  1992,  the  OECD  passed  an  agreement,  also  referred  to  as  the  "Helsinki 
package,"  in  order  to  minimize  trade  distortions  resulting  from  using  tied  aid, 
but  limitations  such  as  the  "el^se  clause",  apply  to  the  OECD  agreement 
This  clause  allows  a  coimtry,  claiming  that  the  respective  project  is  included 
in  its  national  agreement,  to  proceed  with  a  tied  aid  offer,  irrespective  of  any 
protestation  by  participating  conq>etitors.  Such  claims,  however,  need  neither 
verification  nor  confinnatiorL  Nonetheless,  a  competitor's  tied  aid  offer,  even 
when  completely  in  accordance  with  the  agreement,  could  still  possibly 
conflict  with  U.S.  economic  interests. 

U.S.  Response 

The  Ex-Im  Bank's  "war  chest"  fund  had  been  a  primary  tool  of  the  U.S. 
strategy  to  oppose  other  countries'  tied  aid  practices,  and  has  served 
primarily  to  safeguard  the  1992  OECD  tied  aid  agreement  The  Ex-Im  Bank 
generally  has  used  this  fund  only  on  an  ad  hoc  basis  and  has  been  reluctant  to 
support  the  U.S.  actively  in  international  bids  for  capital  projects. 

In  conjunction  with  the  reconmiendations  of  the  TPCC  September  1993 
report  under  the  Ex-Im  Bank's  administration,  a  new  Tied  Aid  Capital 
Projects  Fund  was  established,  subsidized  by  $150  million  to  finance  major 
capital  projects  overseas. 

The  Tied  Aid  Capital  Projects  Fimd  is  intended  to  support  $600  million  in 
U.S.  exports,  serving  basically  to  provide  U.S.  exporters  with  the  necessary 
financial  background  to  be  able  to  win  bids  against  government-supported 
foreign  competitors.  The  financing  for  the  Fund  will  come  from  the  Ex-Im 
Bank's  war  chest  and  from  contributions  of  other  TPCC  member  agencies.  A 
$  121  million  carry-over  from  previous  years'  war  chest  budgets  is  included  in 
the  new  Fimd. 

In  February  1994,  the  Ex-Im-Bank  introduced  a  set  of  draft  policies  and 
procedures  for  using  the  Fund,  signaling  a  more  aggressive  approach  toward 
countering  competitors'  tied  aid  offers.  Before  using  the  Fund,  Ex-Im  Bank 
typically  tries  to  reach  a  consensus  among  the  members  of  the  Organization 
for  Economic  Cooperation  and  Development  to  abandon  tied  aid  financing 
for  specific  projects.  Only  in  instances  when  no  agreement  can  be  reached. 
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the  Ex-Im  Bank  uses  the  Fund  to  counter  competitor  nations'  tied  aid 
practices. 

According  to  the  GAO  May  1994  report  on  international  trade,  the  Fund  is 
comparatively  small,  relative  to  subsidized  funds  for  agricultural  exports. 
Although  the  F\md  indicates  a  significant  increase  compared  to  tied  aid  funds 
in  previous  years,  the  GAO  states  the  amoimt  to  be  still  too  minimal  to 
equalize  the  losses.  U.S.  exporters  will  continue  to  be  adversely  affected  by 
foreign  tied  aid  practices. 
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The  Eu  and  Gatt:  How  they  affect  World  Trade 


The  World  Trade  Organization  (WTO),  which  replaced  the  General 
Agreement  on  Trade  and  TarifEs  (GATT)  in  January  1995,  represents  the 
world's  largest  economic  trade  community  with  117  participating  coimtries. 
The  U.S.  Congress  passed  the  GATT  bill  in  November  1994,  manifesting  a 
historic  step  for  the  United  States'  new  international  role  of  regulatory 
cooperation  with  other  nations. 

The  main  purpose  of  GATT  is  to  create  a  fair  and  equitable  trade 
environment  worldwide.  All  signatory  countries  are  bound  by  the  same  rules, 
creating  a  level  playing  field  for  alL  GATT  will  reduce  tariffs,  and  both  trade 
barriers  and  non-trade  barriers  will  be  lowered.  Basic  fair  trade  rules  for 
services  and  for  intellectual  property  protection  will  be  established.  For  the 
first  time  under  the  new  WTO  structure,  companies  will  be  able  to  settle 
disputes  via  a  single  dispute  procedure  before  a  high-level  authority.  This 
dispute  settlement  mechanism  smiles  to  all  trade  areas,  including  services 
and  intellectual  property. 

Strengthened  anti-dmnping  efforts  and  a  clearer  definition  of  subsidies  will 
result  in  improved  governance  of  unfair  trade  practices.  Fvuthermore, 
procurement  of  goods  and  services  by  a  signatory  country's  government  is 
subject  to  GATT  rules  and  must  be  open  to  all  qualified  bidders  above 
certain  thresholds. 

GATT  will  reduce  tariffs  by  an  average  of  40%,  and  will  eliminate  in 
developed  economies  all  duties  for  pharmaceuticals,  construction  equipment, 
medical  equipment,  steel,  furniture,  farm  equipment,  beer,  spirits,  paper,  and 
toys.  The  protection  of  intellectual  property  (covering,  for  example, 
copyrights,  trademarks,  and  patents)  can  save  American  businesses  up  to  $60 
billion  a  year,  an  amoimt  which  they  lost  fi'om  the  theft  of  their  ideas  by 
competitors. 

Major  questions,  however,  remain  on  anti-dumping,  government  subsidies, 
and  government  procurement;  these  issues  are  subject  to  further 
negotiations.  Subsidies  for  research  and  for  regional  development  will  be 
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phased  out  by  GATT.  However,  developing  countries  will  have  more  latitude 
in  subsidizing  their  industries. 

Technical  Standards 

The  "Code  on  Technical  Barriers  to  Trade  of  1979"  had  deficiencies.  As  a 
result,  the  current  code  included  in  the  WTO  agreement  has  been  revised  to 
abolish  trade  obstacles  caused  by  technical  norms  testing,  or  certification 
procedures.  Technical  trade  barriers  will  also  be  subject  to  a  continviing 
synchronization. 

Worldwide  standards  are  based  on  the  metric  system.,  leaving  the  United 
States  at  a  competitive  disadvantage,  insofar  as  it  has  not  adopted  this  system. 
Companies  in  the  European  Union  (EU)  have  already  been  engaged  in  the 
process  of  technical  standard  adjustments.  These  businesses  take  advantage 
of  the  Community's  rules  that  largely  conform  with  current  GATT  codes. 
Thus,  the  EU  seems  to  be  one  step  ahead. 

Amendments  and  changes  are  part  of  continiiing  process.  However,  some  EU 
standards  have  required  some  adjustment  to  be  compatible  with  GATT. 
Furthermore,  member  states  need  not  adopt  any  international  health  or 
environmental  standard  below  their  own  national  standards. 

The  Benefits  of  GATT 

GATT  benefits  will  be  made  evident  by  figures  stated  in  a  report  of  GATT 
economists  in  April  1994.  According  to  this  report,  by  the  time  the 
agreement's  market  access  commitments  are  fully  implemented  in  2005,  the 
reduction  of  international  trade  barriers  referred  to  in  the  Uruguay  Round  of 
agreements  will  result  in  an  estimated  increase  of  $510  billion  in  world 
income.  The  report  also  predicted  annual  income  gains  of  an  estimated 
$122  billion  for  the  U.S.,  $164  billion  for  the  European  Union,  $27  billion  for 
Japan,  and  $116  billion  for  developing  and  transition  economies. 
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Facing  EU  Environment  Standards 


The  Treaty  of  Rome  allows  member  coimtries  of  the  European  Union  (EU) 
to  maintain  stricter  standards  than  required  by  the  European  Commission 
(EC).  However,  the  imposition  of  stricter  environmental  standards  than  the 
EC  has  should  be  justified  by  local  environmental  circumstances,  and  must  be 
supervised  by  the  EC.  The  commission  has  to  ensure  that  members  do  not 
abuse  environmental  protection  in  order  to  set  up  trade  barriers  in  an  effort 
to  avoid  negative  effects  on  trade  among  the  members.  EC  policies  and 
regulations  stress  a  preventive  approach  to  pollution  and  encourage 
innovative  product  designs. 

Germany,  the  coimtry  where  the  Green  movement  started,  has  imposed  the 
strictest  Emopean  laws  and  standards  on  its  industry.  Former  East  German 
territories  have  been  given  an  extension  until  1995  to  comply  with  EC 
environmental  directives.  As  a  result  of  the  strict  laws,  the  German 
environmental  industry  has  now  become  the  European  leader  in  the  field  and 
aggressively  supports  the  adoption  of  its  strict  environmental  standards  at  the 
EC  level.  For  example,  the  ECs  proposal  for  an  eco-labeling  process  is  based 
on  Germany's  "Blue  Angel"  labeling  system. 

The  German  packaging  law,  which  went  into  effect  December  1991,  allows 
consiuners  to  leave  all  superfluous  packaging  material  —  that  is,  material  used 
for  aesthetic  or  marketing  value  only  —  at  the  retail  outlet  Since  April  1992, 
packaging  such  as  six-pack  containers  and  plastic  films  must  be  collected. 

Finally,  since  January  1993,  containers  such  as  yogurt  containers,  and 
beverage  cans  must  be  collected  by  retailers.  Products  carrying  a  green  dot 
have  to  be  collected  separately  and  are  later  processed  by  the  Dual  System. 
The  Dual  System  is  a  special  waste  disposal  service,  organized  by  the  German 
industry,  and  is  applicable  only  to  products  which  have  been  designated  with 
a  green  dot.  When  the  system  basically  &iled  in  1994,  the  German 
govenmient  legislated  a  subsidy  of  the  system  in  order  to  avoid  a 
environmental  catastrophe.  Collecting  package  material  with  a  green  dot  is 
still  mandatory  in  German  households,  and  the  Dual  System  has  been 
maintained.  In  addition,  the  imposition  of  mandatory  recycling  of  cars  (both 
domestic  and  imported)  is  also  being  considered. 
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While  European  standards  will  shape  future  markets  in  Evirope,  the  EC's 
influence  over  the  environmental  industry  is  extending  increasingly  beyond 
environmental  issues  to  areas  such  as  competition,  procurement,  and 
investment  across  boimdaries. 

U.S.  companies  might  be  disadvantaged  by  having  to  fulfill  these  standards, 
and  should  carefully  monitor  the  development  of  environmental  standards  to 
ensure  that  their  commercial  and  technical  interests  are  taken  into  account. 
Standards  will  affect  a  broad  variety  of  products  and  industrial  activities  -  and 
regulations,  such  as  labeling  of  hazardous  materials;  chlorofluorocarbons; 
energy  efficiency;  protection  of  endangered  species  from  adverse  effects 
caused  by  industrial  activity;  and  recycling. 

Under  the  EC's  'The  Polluter  Pays"  principle,  strict  liability  rests  with  the 
producer  of  the  goods  that  caused  the  pollution;  importers  of  waste  into  the 
Community  are  considered  producers.  Holders  (transporters,  handlers)  can 
be  hable  if  producers  are  not  identifiable. 

U.S.  exporters  of  hazardous  industrial  waste  (which  imder  the  EC  definition 
includes  material  intended  for  recycling)  are  likely  to  find  increased 
reluctance  from  their  EC  customers  to  buy  U.S.  goods,  if  the  Europeans  have 
to  face  increased  insurance  rates  and  liability  suits.  More  stringent  Uability 
laws  and  programs  will  undoubtedly  increase  manufacturing  and  insurance 
costs  for  U.S.  manufacturers  who  have  faciUties  in  Europe. 

However,  the  EU  has  problems  with  imposing  its  standards  on  member 
countries;  and  some  have  already  been  taken  to  court  Discrepancies  between 
those  countries  which  do  not  impose  strict  environmental  directives,  such  as 
Great  Britain  and  Italy,  and  the  Commission,  will  most  likely  increase. 

The  EC  and  the  United  States  are  coordinating  their  efforts  in  international 
forums,  such  as  the  United  Nations,  the  OECD,  and  the  GATT. 
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Opportunities  in  Environmental  Technologies 


As  the  global  ecological  need  for  environmental  technologies  becomes  more 
and  more  important,  the  environmental  technology  sector  represents  one  of 
the  fastest  growing  and  most  promising  markets.  In  1992,  this  specific  market 
—  including  the  U.S.  domestic  market  —  accoimted  for  nearly  $300  billion 
worldwide  and  is  expected  to  grow  to  some  $425  billion  by  1997. 

The  structure  of  the  environmental  technology  sector  shows  the  same 
characteristics  as  the  industrial  global  market  Only  a  few  large  firms  produce 
about  50  percent  of  the  total  output,  whereas  a  large  number  of  small 
businesses  with  fewer  than  50  employees,  share  the  remaining  market 
According  to  the  OECD,  the  United  States,  Japan,  and  Germany  produced 
together  approximately  two  thirds  of  the  total  world  output  in  environmental 
technology.  In  the  U.S.  some  45,000  companies  are  involved  in  this  market 
sector. 

The  degree  of  environmental  awareness  among  all  nations  depends  on  their 
stage  of  economic  development  However,  even  nations  that  are  at 
comparable  industrial  and  economic  levels  sometimes  have  vastly  different 
environmental  regulations.  The  degree  to  which  these  regulations  are 
enforced  by  law  may  also  vary  widely.  A  regulatory  implementation 
emphasizing  environmental  aspects  and  programs,  therefore,  has  a  great 
impact  on  the  indtistrial  sector,  both  for  domestic  and  foreign  businesses. 
International  trade  agreements  such  as  NAFTA  and  GATT  will  further 
influence  the  exchange  of  international  capital  and  environmental 
technologies. 

The  United  States  leads  in  some  environmental  sectors,  but  its  strongest 
competitors  —  Germany,  Japan,  France,  and  the  United  Kingdom  —  rank 
high  in  other  sectors.  Japan,  maintaining  the  most  concentrated 
high-technology  market,  and  Germany  are  the  two  top  exporters  of  air 
pollution  control  technologies.  France  and  the  United  Kingdom  are 
competitive  in  water  pollution  controls. 

The  U.S.  major  sectors  are  design  and  construction  services;  stationary  and 
mobile  source  air  pollution  control;  solid  and  hazardous  waste  management; 
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and  contaminated  site  remediation.  However,  the  export  promotion  activities 
of  competitor  nations  for  environmental  products  are  much  more  intensive 
than  those  of  the  United  States. 

On  a  long-term  basis,  Germany  seeks  to  convince  the  European  Union  to 
adopt  its  enviroimiental  standards  and  related  activity  procedures,  while 
Japan  plans  to  spend  up  to  $2.2  billion  on  grants  and  loans  vmder  its  special 
enviroimiental  program,  spread  over  a  10-year  period.  Japan's  "Green  Aid 
Program"  supports  international  environmental  development  and  research 
projects  and  also  intends  to  impose  anti-pollution  standards. 

The  current  U.S.  federal  budget  (FY94)  for  environmental  technology  is 
mainly  devoted  to  development  and  demonstration  of  environmental 
technology,  while  other  important  activities  such  as  marketing,  market 
stimulation,  and  export  promotion  are  neglected. 

Japanese  export  promotion  activities  emphasize  long-term  market 
development  This  strategy  is  also  reflected  by  the  "New  Earth  21"  program,  a 
100-year  agenda  offering  assistance  in  environmental  analysis  in  markets  with 
specific  intransigent  problems,  such  as  Eastern  Europe.  With  the  result  of 
these  analyses,  Japanese  technologies  are  proposed  as  solutions. 

German  companies  take  great  advantage  of  the  close  cooperation  with 
Hermes,  a  semiprivate  export  credit  institute  operating  on  behalf  of  the 
government  In  contrast  to  U.S.  companies,  these  firms  can  offer  their 
customers  competitive,  compact  global  assistance  packages,  including 

finanring, 

Even  the  European  Community  provides  support  through  finance  programs 
and  technical  assistance  to  promote  environmental  technologies. 
Furthermore,  special  EC  budgets  which  assist  Eastern  European  coimtries  in 
solving  their  environmental  problems,  help  European  environmental 
industries  enter  these  markets. 

In  response  to  these  practices,  the  United  States  Trade  Promotion 
Coordinating  Committee  is  developing  an  environmental  technology  strategy 
to  enhance  exports  in  this  sector. 
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The  U.S.  target  markets  for  these  efforts  are  currently  Mexico, 
Argentina/Qiile,  the  Chinese  Economic  Area,  South  Korea  and 
Poland/Czech  Republic.  In  addition  to  the  strengthening  of  official  advocacy 
efforts,  export  financing  for  sales  of  environmental  goods  and  services  will  be 
increased. 

Qjmpany  representatives  from  other  nations  will  be  offered  training  in 
environmental  management  policies.  This  training  will  be  based  on  U.S. 
standards,  practices,  and  technologies.  Public/private  partnerships  will  also  be 
encouraged. 
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Country-by-Country  Comparison 
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Country-by-Country  Comparison:  Canada 

Involved  Agencies 

In  Canada,  most  of  the  export  promotion  and  export  development  is  still 
handled  by  government  authorities  or  departments.  Despite  a  change  in 
government  administration  and  the  renaming  two  of  their  major  ministries 
related  to  the  export  promotion  field,  the  tasks  of  the  ministries,  their  service 
and  assistance  levels,  and  the  range  of  their  programs  have  remained 
basically  the  same. 

The  Department  of  Foreign  Affairs  and  International  Trade  (DFATT), 
formerly  External  Affairs  and  International  Trade  Center  (EATTC),  canying 
most  of  the  responsibility  for  Canada's  international  trade  and  export 
development,  focuses  more  on  export  promotion  services  such  as  export 
marketing  counseling  and  providing  export  information.  Industry  Canada, 
the  renamed  Ministry  of  Industry,  Science  and  Technology  Canada, 
specializes  in  preparing  companies  for  export  readiness  in  the  domestic  area. 

The  Canadian  export  promotion  system  relies  heavily  on  its  International 
Trade  Centers  (TTCs),  which  had  been  established  by  EATTC  and  ISCT.  They 
are  normally  the  first  contact-stop  for  interested  firms.  Trade  Commissioners 
in  Canada  and  abroad,  who  are  officers  of  DFATT  are  crucial  in  export 
promotioiL  Geographic  trade  divisions  and  sectoral  trade  divisions  report  to 
DFATT.  Despite  its  status  as  the  leading  federal  department  in  export 
matters,  DFATT  does  not  exercise  overall  control  over  Canadian 
international  trade  and  export  development 

The  CIDA  Industrial  Cooperation  Program  (QDA,  Inc.)  and  Canadian 
Commercial  Corporation  (CCC)  are  also  involved  in  promoting  Canadian 
e;q)orts.  They  are  affiliated  with  different  ministries,  the  CIDA,  Inc.  to  the 
Ministry  of  Foreign  Affairs,  and  the  CCC  to  the  Ministry  of  Public  Works  and 
Government  Services.  However,  there  are  efforts  to  concentrate 
international  promotion  activities,  both  federal  and  provincial,  under  the 
supervision  of  DFAFT. 
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Provincial  organizatioiis,  such  as  the  Ontario  International  Corporation  and 
the  Societe  de  Developpement  Industriel  du  Quebec  wield  progressively 
more  influence  on  Canadian  export  promotion,  insofar  as  they  have  in  the 
past  supported  companies  with  extensive  export  promotion. 

Recently,  private  organizations  have  started  participating  actively  in 
Canadian  export  promotion  in  order  to  decrease  the  excessive  dependency 
on  the  national  government. 

Recent  Activities 

On  April  1, 1993,  the  ISTC  (now  Industry  Canada)  and  the  Investment 
Programs  Division  (TPE)  of  EATTC  (now  DFATT),  introduced  a  new, 
streamlined  Program  for  Export  Market  Development  (PEMD).  This 
program,  worked  out  in  close  cooperation  with  government  and  private 
businesses,  meets  the  needs  of  Canadian  exporters  through  increased  sharing 
of  financial  risks  in  e^ort  transactions. 

The  new  PEMD  program  consists  of  four  main  components. 

>  maintaiTiing  the  provision  of  the  previously  approved  assistance 
and  training  for  small  and  new-to-export  companies  in  export 
marketing  matters; 

>  support  for  the  new  Market  Development  Strategies  (MDS), 
which  focus  on  supporting  firms  which  already  showed  active 
engagement  in  market  development,  or  are  able  to  present  a 
reasonable  market  penetration  strategy 

>  Capital  Projects  Bidding 

>  Special  Activities 
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Canadian  Export  Promotion  In  Brief 

INVOLVEMENT  IN  EXPORTS 

Exports:  $134.4  billion 

Percentage  (approx.)  of  exports  relative  to  GDP:  22.63% 

EXPORT  PROMOTION  BUDGET 

Expenditures  on  export  promotion:  $6 1.2  million 

Export  promotion  (approx. )per  capita:  $1.67 

FEASIBIUTY  STUDIES 

Expenditures  on  feasibility  studies:  $26  million 

TRADE  FAIR  PROMOTION 

The  Canadian  government  usually  subsidizes 
some  500  trade  fairs  annually. 


Information  on  this  fact  sheet  was  found  in  the  TPCC  report,  Toward  a 
National  Export  Strategy,"  September  1993,  TPCC  report,  "National  Export 
Strategy,"  October  1994,  and  Pocket  Facts  Canada,  Economic  Indicators,  1994 
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Primary  Trade  Partners  of  Canada  in  1992 

(Approximate  percentage  of  total  imports  and  exports.) 


lmp<Ntft 

mmMmmm 

MmmmmMmOtto 

U...M:M 

United  States 

65.2 

United  States 

77.4 

Japan 

7.3 

Japan 

4.6 

United  Kingdom 

3.9 

United  Kingdom 

1.9 

Germany 

2.4 

Germany 

1.4 

Mexico 

1.9 

China 

1.4 

France 

1.8 

Netherlands 

0.9 

Taiwan 

1.7 

France 

0.9 

China 

1.7 

South  Korea 

0.9 

South  Korea 

2.5 

Italy 

0.7 

Italy 

1.2 

Switzerland 

0.7 

Source:  OECD 


Primary  Trade  Markets  in  1992 

(^proximate  percentage  of  trade  volume.) 


Rank 

Marlcet  Region 

Imports  % 

Expofts% 

Trade  Volume 
%  Share   ;;: 

1 

North  America 
(Mexico/US) 

67.1 

77.9 

72.5 

4 

i_atin  America 

1.5 

1.3 

1.4 

2 

Europe  Onduding  EC.CEEC^°) 

12.5 

9.5 

11.0 

EC 

9.8 

7.1 

8.4 

CEEC 

0.3 

0.9 

0.6 

6 

Middle  East 

0.6 

0.6 

0.6 

3 

Far  East 

7.5 

4.8 

6.1 

5 

Africa 

0.7 

0.6 

0.7 

Source:  OECD 
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Official  Government  Assistance 


Most  government  services  are  free-of-charge,  and  special  application 
requirements  do  not  exist.  However,  to  be  eligible  for  the  government's 
Program  for  Export  Market  Development,  a  company  must  be  registered 
with  either  the  DFATTs  World  Information  Network  (WIN),  or  with 
Industry  Canada's  Business  Opportimities  Sourcing  System  (BOSS). 


General  Export  Information 

DFAIT  Infocenters 

The  Infocenters'  staff  advise  exporters  on  the  full  range  of  government  trade 
publications,  programs,  and  services.  Information  about  international 
markets,  export  opportimities,  and  export  programs  are  accessible  via  the 
Faxlink  service  and  the  Infocenter  Bulletin  Board.  Additionally,  the  DFATT 
Infocenter  undertakes  Canadian  pubUc  relations,  and  also  responds  to 
general  and  foreign  policy  inquiries. 

FaxLink  System 

Through  the  Infocenter's  fax  retrieval  system  "FaxLink",  exporters  can 
receive  a  variety  of  trade  and  foreign  poUcy-related  documents. 

Infocenter  Bulletin  Board  (IBB) 

The  IBB  includes  geographic  and  sectoral  market  information,  export 
opportunities,  federal  government  export  programs,  and  information  on 
trade  finance  programs  from  private  financial  institutions.  The  IBB  is  an 
on-line  data  bank  which  can  be  accessed  from  a  personal  computer. 
Exporters  can  also  receive  information  from  IBB  through  hbraries  and  from 
on-line  information  service  brokers. 

Trade  Publications 

The  DFATT  publishes  a  wide  range  of  trade  and  economic  publications;  these 
include  literature  for  a  practical  approach  to  exporting,  export 
documentation  and  foreign  collections,  and  advice  for  selecting  foreign 
agents  and  distributors.  Short  guides  for  Canadian  Exporters  to  individual 
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countries  provide  factual  information  on  the  country's  economy  and  its 
business  practices. 

Market  Information 

Trade  Commissioner  Service  (TCS) 

See  paragraph  on  export  coimseling,  and  on  international  trade  contacts. 

Access  North  America  Program  (ANAP) 

The  ANAP  is  a  business  development  program,  which  provides  Canadian 
exporters  with  the  necessary  information  to  penetrate  the  Mexican  market. 
The  program  has  six  key  elements. 

>  Export  advice  and  counseling  about  Mexico's  regulations,  social 
and  cultural  traditions,  and  business  practices. 

>  The  ANAP  provides  Canadian  exporters  Avith  comprehensive 
business  and  market  statistics,  supported  by  the  Canadian  Embassy 
in  Mexico,  and  the  new  Trade  Office  in  Monterry,  Mexico. 

>  The  NEWMEX  is  an  export  training  program  which  provides 
firms,  new  to  the  Mexican  market,  v^tb  knowledge  and  skills  for 
success  in  this  marketplace.  NEWMEX  consists  of  two 
components:  The  first  is  GeoFITT  Mexico,  an  intensive 
market-related  training  program;  the  second  is  the  setting  up  of  a 
trade  mission  to  Mexico. 

The  NEWMEX  is  provided  by  DFATT  in  cooperation  with  the 
Forum  for  International  Trade  Training;  the  costs  are  shared 
between  DFATT  and  participating  companies.  This  program 
targets  e^ort-ready  companies,  which  have  already  proven  their 
skills  in  exporting  successfully  to  the  U.S.  or  other  foreign  markets. 

>  More  than  20  well-known  trade  fairs  annually  will  be  added  to  the 
current  fairs  and  missions  program,  accomplished  via  seminars, 
workshops,  sectoral  market  updates,  and  market  studies. 
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»     "Investment  Development  and  Partnering  Initiatives"  help 
businesses  expanding  into  the  North  American  market.  The 
Canadian  Investment  Partners  for  Mexico  Program  organizes  a 
nimiber  of  matchmaking  events  that  help  companies  identify  their 
trading  partners  in  Mexico. 

>     The  Canadian  Business  Center  in  Mexico  City  offers  Canadian 
companies  temporary  office  and  exhibition  space,  and  meeting  and 
seminar  facilities.  At  this  center,  Canadian  exporters  have  access 
to  on-site  translation  services,  a  business  hbrary,  communications 
facilities  to  Canada,  and  other  business  support 

International  Trade  Contacts 

Trade  Commissioner  Service 

The  Trade  Commissioner  Service  in  Canada  not  only  provides  services 
requested  by  interested  firms,  but  also  refers  foreign  coimtries  to  suitable 
trade  partners,  which  have  registered  with  the  database  WIN-Export. 

World  Information  Network  for  Exports  (WIN  Exports) 

WIN  Exports  is  a  computerized  data  base  of  Canadian  exporters  with  over 
23,000  listed  Canadian  firms.  Specific  company  information  in  WIN  Export 
includes  products  and  services  available  for  export,  and  foreign  markets  or 
countries  in  which  the  firm  is  currently  active  or  interested.  Furthermore,  the 
companies'  contact  persons  responsible  for  export,  are  identified. 

Information  in  WIN  Exports  is  accessible  only  to  Canadian  governmental 
trade  officials  responsible  for  identifying  export  trade  opportunities.  These 
trade  specialists  advise  foreign  buyers  on  Canadian  sources  and  identify 
Canadian  suppHers  who  can  respond  to  sales  opportunities  in  the  specific 
territory.  They  also  make  appropriate  contacts  on  behalf  of  Canadian 
companies,  and  assist  companies  in  making  their  export  decisions. 

Companies  participating  in  WIN  Exports  automatically  receive  the  DFAITs 
newsletter  CanadExport  Businesses  which  are  registered  in  Canada's 
domestic  Bminess  Opportunities  Sourcing  System,  are  automatically  Usted  in 
WIN  Exports. 
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Export  Counseling 

International  Trade  Centers  (ITCs) 

The  International  Trade  Centers  have  been  established  by  the  Department  of 
Foreign  Affairs  and  International  Trade,  and  Industry  Canada,  ia  order  to 
provide  one-stop  information  services  to  Canadian  busiaesses.  ITC  trade 
commissioners  provide  basic  export  coimseling,  advice  on  government 
programs,  assistance  with  marketing  plans,  and  identification  of  foreign 
market  opportunities.  The  trade  specialists  also  recruit  participants  for  trade 
fairs  and  missions  abroad,  and  arrange  trade-related  conferences  and 
seminars.  ITCs  are  connected  to  the  WIN  Exports  network. 

Geographic  Trade  Divisions 

Within  DFATFs  five  geographic  trade  divisions,  trade  officers  provide  advice 
and  information  about  a  particular  country  or  region  of  the  world.  Trade 
officers  responsible  for  individual  countries  identify  promising  export 
markets,  assist  companies  prepare  visits  to  potential  markets,  and  include  the 
businesses  in  visit  programs  of  foreign  buyers  to  Canada. 

The  Department  Divisions'  five  regions  are  Africa  and  the  Middle  East,  Asia 
and  the  Pacific,  Em"ope,  Latin  America  and  the  Caribbean,  and  the  United 
States. 

Trade  Commissioners  in  Canada  and  Abroad 

The  Trade  Commissioner  Service  available  with  the  DFATT  office  in  Ottawa, 
128  offices  abroad  and  the  10  International  Trade  Centers  across  Canada,  are 
the  major  Canadian  tool  for  promoting  Canadian  interests  in  international 
markets.  Trade  officers  link  Canadian  exporters  with  foreign  buyers,  and  also 
organize  trade  shows.  The  commissioners  advise  interested  companies  on 
many  export-related  issues,  such  as  potential  barriers  to  sales,  and 
distribution  channels.  Market  information  and  advice  on  political,  social,  and 
cultural  factors  in  the  target  market  are  also  available  with  the  TCS. 
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Canadian  Commercial  Corporation  (CCC) 

The  CCC  offers  exporters  a  wide  range  of  services  designed  to  help  them 
conclude  contracts  with  foreign  governments  and  international  agencies.  In 
such  transactions,  CCC  acts  as  the  prime  contractor  and  accompanies  the 
businesses  through  all  phases  of  the  transaction.  CCCs  participation  on 
behalf  of  the  Canadian  government,  normally  guarantees  winning  of  the 
contract  The  Corporation  takes  part  in  the  negotiations  and  signs  the 
contract  with  the  customer.  CCCs  services  are  especially  valuable  to 
Canadian  small  and  mediimi-sized  enterprises,  which  accotmt  for  up  to  70 
percent  of  CCC  suppUers. 


Export  Orientation  Assistance 

New  Exporters  to  Border  States  (NEBS) 

The  NEBS  targets  Canadian  export-ready  small  and  medium-sized 
companies  interested  in  exporting.  Participants,  who  cannot  have  prior  e;q}ort 
experience,  travel  to  the  U.S.  for  a  one  or  two-day  training  course  on  the 
entire  process  of  exporting.  Experts  offer  information  on  documentation  and 
customs  procedures,  banking,  insurance,  agents,  and  other  relevant  topics. 
Trade  commissioners  advise  on  marketing  strategies  and  help  to  identify 
follow-up  business  contacts.  The  missions  which  are  either  sector  specific  or 
which  cover  several  sectors,  are  organized  by  Canadian  Consulates  in  the 
northern  United  States. 

Trade  Mission  Program  (IMP) 

The  Trade  Mission  Program  is  available  to  companies  that  have  e3q>orted  to 
only  one  U.S.  regional  market,  usually  in  the  northern  U.S.  TMP  uses  the 
same  style  of  training  as  in  the  NEBS  program,  and  provides  information  and 
contacts  to  businesses,  with  the  intention  of  helping  companies  e^^and  into 
other  U.S.  markets.  TMP  services  also  include  a  visit  to  a  local  trade  fair  or 
event,  and  the  econon^r  airfare  to  the  mission  site  is  paid  for  by  the  program. 

New  Exporters  to  Overseas  (NEXOS) 

The  NEXOS  program  extends  the  NEBS/TMP  concept  to  help  exportcis  to 
gain  familiarity  with  Western  European  markets  by  participating  in  a  trade 
mission.  Each  NEXOS  mission  focuses  on  a  specific  industry  sector  in  a 
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specific  market  and  normally  includes  a  visit  to  a  major  sectoral  trade  fair.  In 
addition,  the  mission  will  provide  information  on  the  exporter's  target 
markets  with  emphasis  on  technical  requirements  and  governmental 
regulations. 

Technical  Assistance 

Technology  Inflow  Program  (TIP) 

The  TIP  assists  Canadian  companies  in  acquiring  foreign  technology  to 
develop  new  Canadian  products  and  services,  and  to  improve  manufacturing 
processes.  TIP  funding  is  based  on  cost-sharing  principles,  and  is  available  for 
registered  companies  with  fewer  than  500  employees.  Contributions  are 
provided  for  international  travel  and  living  expenses;  tisually  support  for 
particular  projects  will  not  exceed  Cd.$  10,000  (approx.  U.S.$  7,800) 

The  DFATT  Technology  Development  Officers  in  Diplomatic  Posts  abroad 
assist  companies  with  technology  sourcing,  licensing,  strategic  partnerships, 
and  visitor  services.  The  Industrial  Research  Assistance  Program  (IRAP) 
under  IIP  which  provides  financial  assistance  for  traveling  expenses  and  the 
development  offices  are  provided  domestically  through  the  National 
Research  Coimcil  IRAP  Industrial  Advisors. 

Overseas  Promotion 

The  DFAIT  sponsors  and  organizes  trade  fairs  and  trade  missions.  In 
connection  with  these  events  DFATT  provides  market  information,  and 
financial  assistance,  and  helps  with  logistical  details. 

Program  for  Export  Market  Development  (PEMD) 

The  Program  for  Export  Market  Development  was  basically  restructured  in 
1993.  The  revised  PEMD  represents  a  risk-sharing  program,  covering  up  to 
50  percent  of  approved  costs,  incurred  in  entering  a  foreign  market  The 
program's  financial  assistance  is  a  repayable  contribution,  and  not  a  grant. 
The  contribution  is  repayable  over  a  period  of  four  years,  based  on  four 
percent  of  a  company's  incremental  export  sales  in  a  target  market  The 
program  supports  participation  in  selected  trade  fairs  outside  Canada,  visits 
of  Canadian  businesses  outside  Canada  to  identify  market  opportunities,  and 
visits  of  foreign  buyers  and  sales  agents  to  Canada. 
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Marketing  agreements,  including  a  number  of  visits  and  trade  fairs  which 
target  a  specific  foreign  market,  and  export  activities  of  non-sales  trade 
associations  are  promoted  by  the  PEMD.  The  PEMD  targets  export-ready 
Canadian  businesses  with  annual  sales  greater  than  Cdn$250,000  and  less 
than  Cdn$50  million- 

Outgoing  Missions 

Selected  Canadian  companies  are  visiting  foreign  target  markets  in  order  to 
obtain  current  information  and  intelligence  for  market  entry  preparations. 
Mission  participants  also  can  establish  key  local  contacts. 

Incoming  Missions 

Foreign  buyers  and  investors  are  invited  for  incoming  missions  to  Canada  to 
gain  knowledge  about  business  opportunities  in  Canada.  Canadian 
companies  which  are  included  in  the  mission's  itinerary  have  the  opportunity 
to  promote  their  goods  and  services.  In  connection  with  these  missions, 
important  business  contacts  are  established.  With  these  events  Canada 
presents  itself  as  a  source  of  supply,  a  place  of  investment,  and  a  nation  open 
for  joint  ventures. 

Trade  Fairs 

DFAFT  Trade  Commissioners  are  responsible  for  recruiting  Canadian 
companies  for  selected  trade  fairs  and  missions  abroad.  A  company's  profile 
in  WIN  Exports  is  used  to  identify  Canadian  exporters  for  participation  in 
trade  shows. 

CanadExport 

The  DFATT  newsletter  CanadExport  informs  Canadian  exporters  about  key 
matters  twice  monthly.  The  newsletter  contains  information  on  international 
market  opportunities  and  on  upcoming  events,  such  as  trade  fairs,  and  official 
trade  visits.  Additionally,  conferences,  and  developments  affecting  the 
international  trading  environment,  and  government  programs  and  services  to 
assist  exporters  are  topics  typically  featured  in  the  newsletter. 
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Services  of  Private  and  Semiprivate  Organi2:ations 

Forum  for  International  Trade  Training  inc.(FITT) 

The  Mil,  established  in  1992,  is  an  alliance  of  Canada's  business  and  labor 
communities.  Fill  foimding  members  represent  over  300,000  Canadian 
companies.  The  purpose  of  Mil  is  to  provide  small  companies  with  training 
and  business  skills  which  are  important  in  the  international  competition. 

Mil  training  is  available  in  three  different  levels. 

The  first  level  of  FTTTSkills  consists  of  a  comprehensive  package  of  eight 
training  courses.  Interested  businesses  can  receive  training  in 
entreprenevu-ship,  marketing,  trade  finance,  logistics,  market  entry,  research, 
law  and  management 

The  second  level,  GeoMll,  consists  of  intensive  two  day  workshops  and 
focuses  on  mechanisms  of  specific  national  and  regional  markets.  GeoMll 
ofiers  specialized  know-how  on  business  practices  in  international  trade  and 
focuses  on  the  specific  country  in  which  a  cUent  is  interested. 

The  third  level,  CustomMll,  presents  a  wide  variety  of  different  customized 
packages.  These  custom  packages,  known  as  SectorMll  programs,  can  be 
designed  to  meet  a  company's  individual  needs.  The  information  used  for 
these  packages  consists  of  over  120  international  topics  and  enables  a 
concentrated  look  at  ^ecific  industry  needs. 
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Country-by-Country  Comparison:  France 


Involved  Agencies 

French  export  assistance  is  based  on  a  highly  centralized  system,  where 
official  export  activities  are  channeled  through  only  a  very  limited  number  of 
government  agencies,  connected  by  a  well-developed  interagency  network. 

There  is  one  agency  chiefly  responsible  for  export  promotion  and  credit 
activities.  The  Direction  des  Relation  Economiques  Exterieures  (DREE),  a 
branch  of  the  French  Ministry  of  Economic  Affairs,  Finance  and  Budget, 
coordinates  most  of  the  government  promotion  efforts.  DREE  supervises 
both  domestic  and  overseas  promotion  activities  of  different  government 
departments,  such  as  the  French  Center  for  Foreign  Commerce  (CFCE)  and 
the  French  Trade  Services  (PEE). 

CFCE  and  PEE  provide  similar  services.  While  CFCE  serves  as  the  major 
domestic  contact  point  for  exporters  seeking  advice  in  foreign  trade  matters, 
the  PEE  is  the  counterpart  abroad.  PEE  provides  information  on  its  host 
country  and  assists  exporters  to  access  the  particular  markets. 

The  Compagnie  Francaise  d' Assurance  pour  le  Commerce  Exterieur 
(COFACE),  which  handles  French  credit  insurances,  performs  more 
functions  than  the  competitor  nations'  nearest  equivalents.  Within  this  range 
of  insurances,  exporters  can  receive  subsidies  for  trade  fairs  and  market 
research  directly  from  COFACE. 

Recent  Activities 

Information  on  France  has  been  difficult  to  obtain.  Therefore,  a  report  on 
recent  activities  is  not  available. 
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French  Export  Promotion  in  Brief 


INVOLVEMENT  IN  EXPORTS: 
Exports: 

Percentage  of  exports  relative  to  GDP: 


$235.9  biUion 
17.84% 


EXPORT  PROMOTION  BUDGET: 


Expenditures  on  export  promotion: 
Ejq)ort  promotion  per  capita: 


$239.0  million 
$4.16 


French  regional  or  county  governmental  organizations  provided  an  additional 
$187  million  for  export  promotion  activities. 

TRADE  FAIR  PROMOTION 

The  CFCE,  frequently  in  cooperation  with  local  chambers  of  commerce  and 
various  interested  associations,  usually  supports  more  than  200  trade  events 
per  year. 

Information  on  this  facts  sheet  were  found  in  the  TPCC  report,  Toward  a 
National  Export  Strategy,"  September  1993,  and  TPCC  report,  "National 
Export  Strategy,"  October  1994. 
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Primary  Trade  Partners  of  France  in  1992 

(Approxiinate  percentage  of  total  imports  and  exports.) 


tmpofts 

% 

Exports 

%  M 

Germany 

18.7 

Germany 

17.6 

Italy 

10.6 

Italy 

10.9 

Belgium/Luxembourg 

8.6 

United  Kingdom 

9.3 

United  States 

6.4 

Belgium/Luxembourg 

9.2 

United  Kingdom 

7.7 

Spain 

7.2 

Spain 

5.4 

United  States 

6.5 

Netherlands 

5.1 

Netherlands 

4.9 

Japan 

4.1 

Switzerland 

3.5 

Switzerland 

2.3 

Japan 

1.8 

China 

1.5 

Portugal 

1.7 

Source:  OECD 


Primary  Trade  Markets  in  1992 

(Approxiniate  percentages  of  trade  volume.) 


Rank 

Market  Region 

Imports  % 

Exports  % 

Trade  Vdume 
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North  America 
(Canada/Mexico/US) 

9.3 
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8.7 

6 

l_atin  America 

1.5 

1.3 

1.4 
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Europe  fmduding  EC.CEEC") 

69.5 

72.3 

70.9 

EC 

59.6 

62.7 

61.2 

CEEC 

2.3 

2.1 

2.2 

5 

Middle  East 

2.4 

2.7 

2.5 

4 

Far  East 

5.7 

4.8 

5.3 

3 

Africa 

4.7 

6.6 

5.6 

Source:  OECD 
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Official  Government  Assistance 


Export  Counseling 

French  Center  of  Foreign  Commerce  (CFCE) 

The  CFCE  usually  is  the  first  contact  point  for  exporters  in  France.  Through 
a  network  of  24  regional  offices  in  France,  CFCE  provides  export  counseling 
and  information  about  all  trade  issues.  The  agency  compiles  and  disseminates 
trade  information,  organizes  trade  events,  and  assists  in  locating  agents  or 
distributors.  The  CFCE  also  offers  seminars  which  cover  specific 
opportunities  in  foreign  markets  or  sectors.  A  fee  is  charged  for  this  service. 


Market  Information 

French  Trade  Services  (PEE) 

The  PEE,  which  can  be  compared  with  the  U.S.&  Foreign  Commercial 
Service  in  the  United  States,  is  available  in  most  coxmtries  abroad.  PEE  trade 
specialists  abroad  inform  French  companies  about  the  host  countries'  laws 
and  regulations,  and  help  arrange  local  contacts.  They  also  provide 
information  about  specific  requirements  and  peculiarities  of  the  foreign 
market. 

Market  Research  Cover  (COFACE  Insurance  Program) 

COFACE  manages  the  Market  Research  Cover  Program  on  behalf  of  the 
French  government.  This  program  assists  primarily  small  and  medium-sized 
exporters.  It  also  offers  companies  considering  outlets  abroad  a  partial 
reimbursement  of  their  discovery  costs. 


Overseas  Promotion 


Trade  Fairs 


In  addition  to  the  CFCE  which  organizes  trade  fairs,  other  organizations  such 
as  the  French  Committee  of  Economic  Manifestation  Abroad  also  help 
French  exporters  succeed  in  trade  fairs  abroad. 
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Trade  Fair  Cover  (COFACE  Insurance  Program) 

A  trade  fair  insurance  offers  participants  at  selected  exhibitions  outside  the 
European  Union  to  be  reimbursed  for  between  50  -  60%  of  their  expenses 
immediately  after  a  fair.  Costs  for  the  booths,  transport  and  freight  charges, 
insurance  costs,  and  travel  expenses  are  approved  expenses.  After  the  fair, 
over  a  period  of  two  or  three  years,  the  growth  of  the  participants'  sales  in  the 
relevant  market  is  monitored.  Based  on  these  results,  the  exporter  may  have 
to  pay  back  all  or  part  of  the  subsidy  received. 

Inward  Missions 

In  order  to  promote  business  contacts  between  French  businesses  and  foreign 
industries,  the  Agency  for  Technical,  Industrial,  and  Economical  Cooperation 
organizes  trade  missions,  as  well  as  visits  of  foreign  national  representatives 
to  trade  shows  in  France. 

Private  And  Semiprivate  Organization  Services 

Chambers  of  Commerce 

A  network  of  separate  local,  regional,  and  overseas  chambers  of  commerce 

12 

and  mdustiy  assoaations  advises  firms  on  export  issues    .  Local  Chambers  of 
Commerce  in  France  provide  comprehensive  information  to  their  exporters, 
and  work  closely  together  with  the  regional  delegation  of  DREE.  They  also 
organize  foreign  trade  missions,  as  well  as  sponsor  seminars,  provide 
published  information  and  help  firms  access  computerized  information  via 
data  banks.  As  in  most  European  coimtries,  membership  in  a  French 
Chamber  of  Commerce  is  mandatory  for  a  great  number  of  companies. 

The  Overseas  Chambers  of  Commerce  help  French  exporters  with 
information,  facihties,  commercial  assistance,  and  other  promotion  assistance. 

French  Chambers  of  Commerce  receive  some  government  funding  along 
with  additional  subsidies  for  certain  trade  events. 
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Voluntary  Association  of  Retired  Export  Executives  (ECTI) 

Ecu  experts  lend  their  expertise  and  assistance  to  French  exporters.  The 
service  can  be  compared  with  the  United  States'  SCORE  program  of  the 
Small  Business  Administration. 

FONDEXPA 

FONDEXPA  is  an  association  which  focuses  on  assisting  small  (micro) 
businesses,  such  as  crafts  people. 
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Country-by-Country  Comparison:    Germany 

Involved  Agencies 

The  German  export  promotion  system  is  characterized  by  close  cooperation 
of  the  national  government  with  the  private  sector.  While  the  Federal 
Ministry  of  Economic  Affairs  (BMWi),  which  is  responsible  for  national 
export  promotion,  sees  its  main  tasks  in  providing  a  framework  and  in 
supporting  export  transactions  of  the  German  economy.  More  intensive 
export  promotion  is  mostly  channeled  through  a  comprehensive  network  of 
chambers  of  commerce,  trade  associations,  banks,  and  various  private  and 
semiprivate  organizations. 

Nevertheless,  these  institutions  again  work  hand-in-hand  with  government 
agencies,  such  as  the  Federal  Office  for  Trade  Information,  the  Chambers  of 
Commerce  Abroad,  and  the  Delegates'  Offices.  There  are  also  various  export 
promotion  programs  for  small  and  medium-sized  businesses  available 
through  the  individual  states'  govenmients;  however,  these  programs  vary 
from  state  to  state. 

Recent  Activities 

Although  the  extent  of  German  national  export  promotion  activities  is 
relatively  limited,  the  national  government,  in  conjimction  with  the  economic 
integration  of  the  five  new  federal  states,  initiated  in  1992  a  number  of 
promotion  and  assistance  programs  to  increase  sales  of  Eastern  German 
products.  The  efforts  have  been  intensified  for  1994  and  1995. 

Within  this  integration  process,  the  government  has  supported  and 
maintained  many  of  the  existing,  traditional  business  relationships  with  the 
former  eastern  bloc  states.  This  continuity  was  possible  through  the  Hermes 
AG,  a  semiprivate  organization  responsible  for  credit  insurance  in  Germany. 
A  focus  on  Western  markets  was  encouraged  for  these  Eastern  German 
companies. 

Export  promotion  programs  undertaken  by  the  new  federal  states  and  export 
promotion  initiatives  of  German  businesses  have  accompanied  and 
reinforced  the  government's  efforts. 
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German  Trade  Promotion  in  Brief 


INVOLVEMENT  IN  EXPORTS: 

Exports: 

Percentage  of  exports  relative  to  GDP: 


$422.3  biUion 
21.90% 


EXPORT  PROMOTION  BUDGET: 

Expenditures  on  export  promotion:  $83  million 

Export  promotion,  relative  to  export  revenues  0.02  % 


TRADE  FAIR  PROMOTION.' 

Expenditures  on  trade  fair  promotion: 

Number  of  trade  fairs  subsidized: 
Number  of  participants: 


$26.89  billion 

117 

(2  in  Germany) 

3,500 


Information  on  this  fact  sheet  was  found  in  the  TPCC  report.  Toward  a 
National  Export  Strategy,"  September  1993,  TPCC  report, "  National  Export 
Strategy,"  October  1994,  and  various  German  sources. 
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Primary  Trade  Partners  of  Germany  in  1992 

(Approximate  percentage  of  total  in^rts  and  exports.) 
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France 
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France 
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Italy 

9.3 
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7.8 

Belgium/Luxembourg 
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Spain 
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Source:  OECD 


Primary  Trade  Markets  in  1992 

(Approximate  percentage  of  trade  volume.) 
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North  America 
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7.4 
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1 
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EC 
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54.4 

53.2 

CEEC 
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5.6 

5.5 
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Middle  East 

1.0 
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3 
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7.6 

5.5 

6.5 

4 
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^6 

2.3 
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Source:  OECD 
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Official  Government  Assistance 


Market  information 

The  German  Federal  Office  of  Trade  Information  (Bf Al) 

A  total  of  45  trade  information  specialists  throughout  the  world,  assisted  by 
the  German  diplomatic  corps  in  200  embassies,  contribute  to  the  worldwide 
information  network  of  the  Federal  Office  of  Trade  Information  (BfAI), 
which  is  attached  to  the  German  Ministry  of  Economic  Affairs.(BMWi) 

BfAI  publishes  a  great  deal  of  trade  information,  including  "how-to"  guides  in 
basic  export  sldlls;  relevant  market  information;  concise  analyses  of 
particular  foreign  markets;  changes  in  foreign  customs  regulations;  and 
various  other  brochures.  Nevertheless,  special  inquiries  receive 
individualized  attention  with  comprehensive  reference  sources  and  trade 
data  being  offered  as  well.  To  facilitate  this  information  exchange,  a 
CD-ROM  computer  system  has  recently  been  installed,  enabling  interested 
parties  to  have  the  most  up-to-date  information  available. 

The  BfATs  "News  for  Foreign  Trade"  (NfA),  informs  chambers,  associations, 
and  companies  on  an  ongoing  basis  about  recent  activities,  and  provides  basic 
information.  It  is  published  every  five  work  days,  and  offers  current 
information  about  fairs,  exhibitions,  tenders,  and  other  trade-related 
developments. 

Although  affiliated  with  the  BM\^  BfAI  is  a  profit-making  organizatioii  and 
receives  a  fee  for  its  publications;  advice  also  is  provided  on  a  fee  basis. 


Export  Counseling 

Qerman  Dlplomatie  Corps 

German  Diplomatic  Posts  overseas  are  attached  to  the  Federal  Foreign 
Ministry.  In  addition  to  general  market  infonnation  about  their  host 
countries,  Gennan  embassies,  consulates-general,  and  consulates  also 
provide  a  measure  of  foreign  government  counseling. 
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Trade  commissioners  advise  tenders  of  public  institutions,  assist  with 
contacting  host  country  authorities,  and  support  a  company  in  any  disputes 
with  these  authorities.  For  more  specific  inquiries,  such  as  comprehensive 
market  research  or  legal  advice  with  product  liability  disputes,  for  example, 
the  embassies  are  usually  not  sta£fed,  and  offer  no  specialized  support. 

However,  economic  departments  in  German  embassies  located  in  Central 
and  East  European  coimtries,  in  the  successor  states  of  the  former  Soviet 
Union,  and  in  the  People's  Republic  of  China  provide  extensive  services  to 
compensate  for  the  lack  of  information  in  the  post  communist  nations. 

In  countries  where  a  German  Chamber  of  Conmierce  Abroad  is  available, 
the  AHKn  supersede  the  embassies'  trade  promotion  departments. 
Therefore,  commercial  inquiries  received  by  the  German  diplomatic  corps 
are  directly  transmitted  to  the  AHKn. 

Chambers  of  Commerce  Abroad  (AHKn)/Delegates  Offices 

The  Chambers  Abroad  advise  German  and  foreign  companies  operating  or 
intending  to  operate  in  another  country.  First  time  inquiries  are  generally 
free-of-charge,  however  more  extensive  services  and  individual  advice,  must 
be  paid  for  by  the  customer. 

In  contrast  to  the  domestic  chambers  of  commerce,  which  operate  as 
self-supporting  organizations,  the  Chambers  of  Commerce  Abroad  and 
Delegates  Offices  are  subsidized  by  the  Grerman  national  govenmient 
However,  according  to  their  organizational  structure  they  are  attached  to  the 
Association  of  German  Chambers  of  Commerce  (DIHT). 

Through  the  close  contacts  with  the  DIHT,  coimtry  information  is 
transmitted  to  the  DnTTs  headquarters,  where  it  is  passed  on  to  the 
chambers.  Chambers  of  Commerce,  Abroad  have  some  40,000  member  firms, 
of  which  two  thirds  are  non-GermaiL 

In  some  coimtries  where  no  AHKn  are  established.  Delegates  Offices 
provide  the  same  services.  They  differ  from  AHKn  only  in  their 
administration  structure.  The  services  offered,  focus  generally  on  market  and 
product-specific  counseling,  aiming  at  medium-sized  businesses.  Services 
consist  for,  example,  of  assisting  with  finding  foreign  trade  partners,  joint 
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ventures  or  cooperatives,  provision  of  detailed  market  research  studies,  and 
information  about  fairs  and  exhibitions. 

Export  Counseling  Program 

The  Federal  Ministry  of  Economic  Affairs  includes  export  covmseling  as  part 
of  its  "General  management  consultant  promotion  program,"  for  small  and 
medimn-sized  businesses  in  Germany. 

The  main  goal  of  these  promotion  activities,  is  to  prepare  small  and 
medium-sized  companies  for  corporate  management  decisions.  Companies 
are  eligible  only  if  their  most  recent  fiscal  year's  turnover  did  not  exceed  a  set 
limit.  According  to  data  of  September  1993,  the  turnover  margins  in  industry 
and  craft  trades,  for  example,  would  be  approx.  $  6.4  million,  in  wholesale 
and  foreign  trade  approx  $  9.28  million,  and  turnovers  in  retail  would  not  be 
eligible  if  in  excess  of  about  $  3.2  nillion. 

Projects  eligible  for  this  program  are  counseling  regarding  the  export 
readiness  (  both  of  a  company's  organization  structure  and  products  or 
services),  setting  up  sales  divisions  or  cooperatives  with  foreign  trade 
partners,  and  advertising  abroad. 

There  are  special  requirements  for  both  the  counselors,  and  for  the  service 
provided.  Counseling  subsidies  are  available  for  promotion  only  when 
undertaken  by  an  independent  management  consultant  or  consultant  agency. 
Services,  however,  must  include  a  weak-point  analysis  of  the  customer's 
company  and  must  propose  a  concept  for  constructive  improvements. 

Program  contributions  to  the  companies'  expenses  are  provided  as  an 
allowance. 


Overseas  Promotion 

Trade  Fairs 

The  BMWi  has  full  responsibility  for  national  foreign  trade  fair  promotion  in 
Germany.  However,  trade  associations,  the  IHKn,  and  the  German  Coimcil 
for  Trade  Fairs  and  Exhibitions  (AUMA)  are  the  major  resources  and 
coimselors  for  interested  companies.  The  selection  of  foreign  trade  fairs 
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meriting  consideration  in  national  ti'ade  fair  promotion  is  based  on  the 
evaluation  of  proposals  submitted  by  AUMA,  trade  associations,  the  AHKn, 
and  the  German  diplomatic  corps.  Additionally,  elected  ofticials  with  an 
interest  in  trade  promotion,  have  input  in  the  decision-making  process. 

German  foreign  trade  fair  promotion  usxially  consists  of  participation  in 
either  information  desks,  special  trade  shows,  or  joint  exhibitions  of  several 
German  companies.  Within  the  program,  reduced  rates  for  exhibition  booths 
are  usually  available.  Participants  also  take  advantage  of  comprehensive 
assistance  regarding  technical  and  organizational  problems  which  were 
encoimtered  in  setting  up  exhibits. 

In  the  German  government's  sales  promotion  of  Eastern  German  products, 
Eastern  German  firms  can  receive  as  much  as  a  50%  discount  on  the 
company's  fee  for  participating  in  the  fair.  These  firms  also  receive 
allowances  for  travel,  transport  and  advertising  expenses. 

Apart  from  national  trade  fair  promotion,  additional  trade  fair  promotion 
conducted  by  a  number  of  federal  states  offers  additional  support  to 
companies  seeking  to  export 

German  companies  also  take  advantage  of  opportunities  to  participate  in 
several  international  fairs  in  their  own  country.  Even  though  not  all  of  them 
are  eUgible  for  national  trade  fair  promotion,  benefits  are  extensive. 
Germany,  a  frequent  stage  for  important  international  fairs,  hosted  a  total  of 
130,000  exhibitors  in  1992;  413  percent  were  non-German. 

Services  of  Private  and  Semiprivate  Organizations 

Chambers  of  Industry  and  Commerce  (IHKn) 

Since  German  companies  in  industry  and  commerce  are  required  by  law  to 
be  members  of  the  Chambers  of  Industry  and  Commerce  (IHKn)  and  to  pay 
the  obhgatory  membership  fees,  the  chambers  are  able  to  operate 
autonomously,  essentially  fi-ee  from  government  funding  and  control.  (Crafts 
businesses  belong  to  trade  chambers,  some  of  which  also  offer  export 
information  services  to  their  members.) 
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Representing  about  2.5  million  members,  the  German  Association  of 
Chambers  of  Commerce  (DIHT),  which  is  the  umbrella  organization  of  83 
IHKn,  plays  a  major  role  in  providing  export  services  to  its  members,  as  well 
as  in  influencing  governmental  policy.  The  DIHT  and  the  83  IHKn,  account 
for  approximately  three  quarters  of  the  GNP. 

Inquiry  services  of  the  German  Chambers  of  Commerce  consist  of  counseling 
on  trade  contracts  and  international  agreements,  foreign  trade  regulations 
and  procedures,  as  well  as  providing  information  on  financing  in  foreign 
trade  matters.  The  Chambers'  staffs  assist  exporters  with  handling 
export-related  paperwork  and  certifications,  and  provide  counseling  on 
available  government  programs.  They  also  refer  companies  to  govenunent 
agencies  and  to  other  organizations. 

They  also  provide  foreign  trade  seminars  on  current  issues  and  arrange  for 
seminars  for  informing  their  members.  At  pre-arranged  dates,  interested 
companies  can  meet  trade  specialists  of  the  German  Diplomatic  Corps, 
foreign  trade  organizations,  and  AHKn  at  the  Chambers  of  Commerce. 

Export  Cooperatives 

A  number  of  small  and  mediimi-sized  companies  in  Germany  try  to  share  the 
high  costs  of  distribution  of  foreign  trade  by  setting  up  export  cooperatives. 

While  some  cooperatives  offer  only  counseling,  share  market  research  and 
advertising,  and  use  the  same  sales  representatives  abroad,  others  run  export 
offices  and  handle  export-related  matters  such  as  sending  foreign  quotations 
and  checking  arrears  and  payments  from  abroad. 

Associations 

In  addition  to  the  Chambers  of  Commerce,  there  are  several  associations 
which  represent  mediimi-sized  exporting  companies.  They  run  large  foreign 
trade  departments  or  export  consultant  businesses,  providing  information 
tailored  to  particular  industry  sectors. 

The  Federal  Association  of  the  German  Industry  e.  V.  (BDI),  and  its  35 
member  associations,  for  instance,  consider  maintaining  the  industry's 
interest  in  foreign  trade  as  one  of  its  top  priorities.  While  specific  industry 
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concerns  are  the  responsibility  of  the  member  associations,  the  BDI 
represents  the  interests  of  the  whole  of  German  industry. 

The  BDFs  services  to  its  members  consist  of  information  about  political  and 
economic  development  abroad,  as  well  as  foreign  trade  matters,  issues 
concerning  export  finance  and  e)q>ort  insurance.  The  BDI  takes  an  active  part 
in  promoting  bilateral  trade  relations  by  arranging  entrepreneurial  meetings 
between  government  and  private  industry  representatives  from  Germany  and 
abroad. 

There  are  associations,  such  as  the  Federal  Association  of  German 
Wholesale  and  Foreign  Trade  e.V.  (BGA)  and  the  Federal  Association  of 
German  Export  Trades,  which  focus  on  foreign  trade. 

Banks 

Banks  in  Germany  play  a  major  role  in  e;q>ort  promotion,  inasmuch  as  they 
provide  short-term  export  financing.  In  some  case,  banks  also  must  be 
consulted  in  a  company's  s^lication  for  government  grants. 

In  addition  to  export  finanring,  Grerman  banks  provide  other  services  to  their 
customers.  As  they  receive  their  information  on  foreign  trade  matters  from 
their  own  branches  or  partner  institutes  abroad,  they  also  provide 
information  and  counseling  on  all  fields  of  foreign  trade.  This  information  is 
available  by  publications,  seminars,  and  individual  advice. 
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Country-by-Country  Comparison:  Japan 


Involved  Agencies 

The  Japanese  government  oversees  all  export  promotion  activities  in  Japan, 
whether  provided  by  national,  prefecture  and  quasi-govemment 
organizations,  or  by  the  private  sector.  The  International  Trade  Association 
Bureau,  which  is  attached  to  the  Ministry  of  International  Trade  and  Industry 
(Mm)  is  the  agency,  most  involved  in  export  promotion. 

The  Japan  External  Trade  Organization  (JETRO)  and  the  Export-Import 
Bank  of  Japan  are  the  second  most  involved  organizations.  The  Small  and 
Mediimi  Enterprise  Agency  (SMEA),  which  is  also  attached  to  Mill,  assists 
exporters  with  a  nmnber  of  special  programs. 

The  Japanese  Diplomatic  Corps  is  also  highly  involved  in  national  export 
promotion-  The  embassies'  staff  include  officers  from  Mill,  the  Ministry  of 
Foreign  Affairs,  and  SMEA. 

In  1993,  Japan  employed  in  France,  Germany,  Canada,  Italy,  the  United 
Kingdom  and  in  the  United  States,  386  officers  and  foreign  national  staff, 
who  were  mainly  involved  in  export  promotion  efforts. 

About  60  major  export  associations  play  an  important  role  in  Japan's  export 
promotion.  Although  they  represent  private  sector  industry  associations,  they 
report  to  different  ministries,  and  most  often  to  Mill. 

Recent  Activities 

In  coimection  with  promoting  imports  to  Japan,  the  current  emphasis  is  on 
the  deregulation  of  Japanese  trade  barriers.  The  basic  principles  for  Japan's 
economic  reform  were  outlined  in  the  Hiraiwa  Report  Additionally,  the 
Japanese  government  has  introduced  sets  of  specific  proposals  for 
deregulations  and  structural  changes  in  the  economic  stimulus  packages  of 
September  1993  and  February  1994. 

The  Japanese  government  announced  two  deregulation  programs,  'The 
Outline  of  External  Economic  Reform  Measures,  March  1994",  and 
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"Regarding  the  Policy  for  Promodng  Deregulation  Hereafter,  June  1994." 
The  Outline  of  External  Economic  Reform  Measures"  foreshadowed  the 
September  1994  agreements  readied  in  the  Japan-United  States  Framework 
for  a  New  Economic  Partnership.  In  this  agreement,  Japan  and  the  United 
States  reached  an  accord  for  improving  market  access  in  telecommunications 
and  medical  technology. 
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Japanese  Export  Promotion  in  Brief 

INVOLVEMENT  IN  EXPORTS 

Exports:  $339.9  billion 

Percentage  of  exports  relative  to  GDP:  926% 

EXPORT  PROMOTION  BUDGET 

Expenditures  on  e;q)ort  promotion:  $9430  million 

Private  industry  associations  also  contribute  significantly  to  the  exporting 
efforts  of  Japanese  companies.  According  to  a  US&FCS  report  in  1993, 
aggregated  total  budgets  of  the  j£q>anese  private  sector  total  over  $33.5 
miUion. 

FEASIBIUTY  STUDIES 

Expenditures  on  feasibility  studies:  $308  million 

TRADE  FAIR  PROMOTION: 

Expenditures  for  trade  fair  promotion:  $2.23  million 


Information  on  this  fact  sheet  was  found  in  the  TPCC  report.  Toward  a 
National  Export  Strategy,"  September  1993,  TPCC  report,  "National  Eiqrart 
Strategy,"  October  1994,  and  the  US&FCS  annual  report  on  Japan  in  1992. 
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Primary  Trade  Partners  of  Japan  in  1992 

(Approximate  percentage  of  total  imports  and  e;q)orts.) 


Imports 

:  ::j    % 

Exports 

% 

United  States 

22.6 

United  States 

28.4 

China 

7.3 

Taiwan 

6.2 

Australia 

5.3 

Hong  Kong 

6.1 

Indonesia 

5.3 

Germemy 

6.0 

South  Korea 

5.0 

South  Korea 

5.2 

Germany 

4.6 

Singapore 

3.8 

Saudi  Arabia 

4.4 

United  Kingdom 

3.6 

United  Arab  Emirates 

4.2 

China 

3.5 

Taiwan 

4.1 

Thailand 

3.1 

Canada 

3.3 

Netherlands 

2.4 

Source:  OECD 


Primary  Trade  Markets  in  1992 

(Approximate  percentage  of  trade  volume.) 


Rank 

Market  Region 

Imports  % 

^mmmmmmmm 

Expc»ts% 

Trade  Vc^irniii 

j:j:;:::::si5:iba»ii| 

2 

North  America 
(Mexico/US) 

26.A 

31.6 

29.0 

5 

Latin  America 

3.0 

3.0 

3.0 

3 

Europe  findudlng  EC.CEEC'^ 

17.6 

22.0 

19.8 

EC 

13.5 

18.5 

16.0 

CEEC 

1.3 

0.6 

0.9 

4 

Middle  East 

12.5 

4.1 

8.3 

1 

Far  East 

32.5 

34.5 

33.5 

6 

Africa 

1.5 

1.9 

1.7 

Source:  OECD 
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Official  Government  Assistance 

MITI  -  International  Trade  Administration  Bureau 

The  export  division  of  the  International  Trade  Administration  Bureau  is 
responsible  for  the  coordination  of  all  Japanese  export  matters.  The  agency 
prepares  export  statistics,  analyses  and  forecasting  for  e;q)ort  developments. 
Another  task  is  to  facilitate  Japan's  exports  to  foreign  armed  forces  as  well  as 
to  foreign  government  offices  located  in  Japan.  The  export  division  is  also 
responsible  for  security  and  for  commodity  export  inspections,  such  as 
inspection  of  export  trade  and  technology  transfers  concerning  Japan's 
national  security. 

Japan  External  Trade  Organization  (JETRO) 

In  contrast  to  other  competitor  nations  reviewed,  the  JETRO  incorporates  all 
export  promotion  functions,  excluding  finance  and  insurance  matters.  The 
agency  serves  as  single  governmental  information  point  for  Japanese 
exporters. 

In  Fiscal  Year  1993  JETRO  received  $241  miUion  in  funding  from  Mill,  and 
earned  an  estimated  $126  milMon  from  its  membership  fees,  publications, 
market  research,  and  other  export  services.  In  Japan's  Fiscal  Year  1992, 
JETRO  tised  approximately  $2  J  million  for  export  promo^^ion, 
administration,  and  related  activities.  Besides  overseas  eu/xiomic  _       ^tion 
centers  at  JETRO  headquarters,  29  local  information  centers  have  jeen 
established. 

General  Export  Information 

JETRO  gathers  and  disseminates  general  information  on  overseas  markets, 
business  practices,  and  other  country-specific  issues.  Besides  library  services 
and  consulting  room  services,  JETRO's  trade  specialists  answer 
export-related  inquiries  from  all  over  the  country.  They  also  respond  to 
overseas  buyers'  questions.  If  the  questions  cannot  be  answered  through  local 
sources,  such  as  data  bases  or  through  consultation  with  local  businesses  and 
associations,  specific  inquiries  are  answered  by  JETRO  overseas  offices  in 
the  embassies. 
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JETRO  also  provides  publications  for  Japanese  exporters,  including 
materials  such  as  guides  and  manuals  about  foreign  markets. 

Market  Information 

Upon  a  member  company's  request,  JETRO  prepares  market  research,  as 
well  as  event  schedule  reports  by  country  and  by  product  area.  There  is  a 
service  fee  charged.  After  assisting  small  businesses  with  initial  export 
marketing,  JETRO  usually  refers  the  companies  to  Japanese  trade 
companies  for  follow-up  help. 

International  Trade  Contacts 

Japanese  embassy  officers  are  responsible  for  govemment-to-govemment 
negotiations.  They  must  routinely  report  to  Mill  for  purposes  of  observing 
market  developments  and  supporting  Japan's  export  strategy. 

Overseas  Promotion 

Information  Material 

For  potential  foreign  bikers,  catalogues  and  videos  featuring  Japanese  export 
products  and  services  are  available. 

Seminars  and  Meetings 

For  the  promotion  of  product  modifications  or  inq)rovements  which  lead  to  a 
more  effective  market  penetration  abroad,  JETRO  hosts  seminars,  briefings, 
and  committee  meetings. 

Trade  Fairs  and  Trade  Missions 

JETRO  assists  exporters  in  organizmg  trade  missions  abroad,  and  in 
participating  in  major  overseas  trade  shows. 

Although  phasing  out  its  su!»idies  for  trade  fairs,  JETRO  recently  paid  as 
much  as  75  percent  of  the  costs  for  Japanese  firms  participating  in  trade  fairs 
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and  other  industry  exhibitions.  JFTRO  continues  to  subsidize  trade  missions 
by  small,  private  groups  and  to  conduct  tours  for  foreign  business  delegations 
to  Japan  with  all  expenses  paid   . 

Small  and  Medium  Enterprise  Agency  (SMEA) 

Mill's  SMEA  promotes  small  and  medium-sized  companies  and  helps  these 
enterprises  to  succeed  in  the  global  marketplace.  In  Fiscal  Year  1993,  Mill's 
SMEA  spent  approximately  $30  million  to  support  export-related 
commercial  activities  and  services  at  JETRO,  the  Japan  Chamber  of 
Commerce,  the  Japan  Small  Business  Organization,  and  other  entities. 

Private  and  Semiprivate  Organizations  Service 

The  Japanese  government  claims  that  it  has  abandoned  export  promotion 
activities  in  favor  of  import  development  However,  industry  associations  are 
still  actively  promoting  export  efforts,  and  receive  government  funding. 

Associations,  Japan  Chamber  of  Commerce,  and  other  Private 
Organizations 

Some  60  major  export  associations,  which  are  mainly  under  the  jurisdiction  of 
Mill,  promote  Js^anese  export  activities  with  a  total  budget  of  up  to 
$33.5  million. 

Industry  associations,  the  Japan  Chamber  of  Commerce  and  Industry, 
JETRO,  and  the  Japan  Small  Business  Organization  help  small  and 
medium-sized  businesses  access  overseas  market  information  and  overseas 
investment  data.  These  entities  counsel  businesses  on  expanding  export  and 
import  opportunities,  and  advise  about  overseas  business  show  participations. 

Most  associations  provide  market  research  services,  some  even  providing 
more  specified  services  including  coimseling  on  unfair  trade  practices, 
assistance  in  trade  promotion  events,  counseling  on  a  company's  export 
strategy,  and  various  other  services.  In  addition  to  quasi-govemment  private 
sector  industry  associations,  there  are  several  private  sector  associations 
which  also  assist  Japanese  businesses  exporting  abroad.  Such  associations 
work  with  total  annual  budgets  of  more  than  $82  million   . 
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Country-by-Country  Comparison:  Italy 


Involved  Agencies 

In  Italy,  the  Ministry  of  Foreign  Trade  (MINCOMES)  has  full  responsibility 
for  international  trade  policy.  The  structure  of  official  export  promotion, 
however,  is  very  centralized  and  mainly  concentrated  within  one  agency,  the 
ItaUan  Institute  for  Foreign  Trade  (ICE).  Itahan  Trade  Centers  are  also 
imder  the  supervision  of  ICE.  Overseas  embassies  and  consulates  contribute 
to  Italy's  official  export  promotion,  as  well. 

ItaUan  Chambers  of  Commerce  and  some  other  semiprivate  organizations 
play  an  active  role  in  promoting  exports  in  Italy.  These  institutions  work 
closely  together  with  ICE  and  receive  financial  support  from  the  govenunent. 
As  in  a  number  of  other  European  countries,  the  Italian  Chambers  of 
Commerce  operate  through  a  network  of  domestic  and  overseas  offices, 
offering  export  counseling  to  their  members. 

Recent  Activities 

Information  on  Italy  has  not  been  as  comprehensive  as  for  the  other  nations 
researched.  Therefore,  a  report  on  recent  activities  is  not  available. 
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Italian  Trade  Promotion  in  Brief 

INVOLVEMENT  IN  EXPORTS 

Exports:  $178^  billion 

Percentage  of  ejqrarts  relative  to  GDP:  14.6% 

EXPORT  PROMOTION  BUDGET 

Expenditures  on  export  promotion:  $71.2  million 

Export  promotion  per  capita:  $  1.27 

The  states  contributed  about  $503,000  toward  Italy's  export  promotion  efforts. 


TRADE  FAIR  PROMOTION 

Number  of  subsidized  trade  fairs  and  missions:  IS  1 


Information  on  this  fact  sheet  was  foimd  in  the  TPCC  report.  Toward  a 
National  Export  Strategy,"  September  1993,  TPCC  report  "National  Export 
Strategy,"  October  1994,  and  data  from  ICE. 
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Primary  Trade  Partners  of  Italy  in  1992 

(Approximate  percentage  of  total  imports  and  exports.) 


Impofts 

% 

Exports 

% 

Germany 

21.6 

Germany 

20.4 

France 

14.5 

United  States 

7.0 

Netherlands 

5.9 

United  Kingdom 

6.6 

United  Kingdom 

5.7 

Spain 

5.2 

United  States 

5.2 

Switzerland 

4.0 

Belgium/Luxembourg 

4.8 

Belgium/Luxembourg 

3.3 

SwitzerlarKJ 

4.5 

Netherlands 

3.1 

Spain 

3.4 

Austria 

2.5 

NIS 

2.3 

Japan 

1.9 

n.a. 

Greece 

1.8 

Source:  OECD 

Primary  Trade  Markets  in  1992 

(Approximate  percentage  of  trade  volume.) 


Rank 

Market  Region 

Imports  % 

Exports  % 

Trade  Vi^imte 
%  Share 

2 

North  America 
(Canada/MexicoAJS) 

6.1 

8.2 

7.1 

6 

L^tin  America 

2.2 

2.1 

2.2 

1 

Europe  (induding  EC.CEEC^'^ 

73.9 

72.8 

73.3 

EC 

58.8 

57.8 

58.3 

CEEC 

4.1 

3.7 

3.9 

5 

Middle  East 

2.6 

4.5 

3.5 

4 

Far  East 

5.0 

5.3 

5.1 

3 

Africa 

6.9 

4.1 

5.5 

Source:  OECD 


62 


115 

Official  Government  Assistance 


General  Export  Information 

The  Italian  Institute  of  Foreign  Trade  uses  its  electronic  Foreign  Trade 
Information  System  (SICE)  to  gather  and  disseminate  information.  In 
addition  to  this  data  base  service,  ICE  also  publishes  trade  magazines,  books, 
guides,  and  market  surveys. 

Trade  Newsletters 

ICE  publications  are  published  by  a  number  of  ICE  offices  abroad  in 
connection  with  specific  promotion  projects.  The  information  featured 
consists  of  themes  on  technology  and  production  in  the  specific  industrial 
sector. 


Market  Information 

Two  periodicals  inform  about  market  conditions. 

The  "Mercati  al  Monitor"  is  a  statistical  source  focusing  on  trends  in  foreign 
market  shares  for  Italian  exports,  as  well  as  those  of  Italy's  competitors. 

The  "Market  Share  Observatory"  is  a  quarterly  published  magazine.  It 
provides  industry-by-industry  comparative  analysis  of  Italy's  market  share  in 
industrial  countries'  import  markets  of  manufactured  goods. 

Emilia-Romagna's  Service  Centers 

These  Centers  provide  con^rehensive  business  services  for  Italian  businesses 
in  that  region,  particularly  for  small  companies.  They  are  located  in  northern 
Italy  and  are  named  after  the  region  Emilia  Romagna. 

Service  Center  for  the  Export  Development  of  Emilia-Romagna  Firms 
(SVEX) 

The  SVEX  provides  detailed  market  analyses  of  various  markets  such  as  the 
former  Soviet  Union,  India,  and  Japan.  Trade  specialists  identify  forums  in 
which  the  region's  e;q)orts  may  best  be  promoted.  Firms  which  are  interested 
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in  and  considered  capable  of  trading  with  the  largest  eligible  country,  are 
organized  in  a  group.  Officials  from  that  foreign  country  are  invited  to  visit 
the  firms  in  Emilia-Romagna  with  the  ultimate  objective  of  establishing  a 

18 

presence  in  that  market    . 


Export  Counseling 

The  Italian  Institute  for  Foreign  Trade  (ICE) 

Besides  trade  promotion,  e.g.  trade  fairs  and  Trade  Centers,  the  Italian 
Institute  for  Foreign  Trade  provides  economic  information  to  both  Italian 
and  foreign  businesses.  The  subjects  include  markets,  customs,  technical 
regulations,  tax,  and  currency.  The  agency  supports  industrial  and  technical 
cooperation,  and  provides  training  seminars  for  Italian  exporters. 

Very  limited  basic  information  is  free,  but  more  extensive  information  and 
services  must  be  paid  for  by  prospective  exporters..  ICE  trade  specialists  also 
refer  exporters  to  development  projects  and  various  finance  opportimities. 

ICE  runs  a  worldwide  network  of  40  offices  in  Italy,  and  80  offices  and  eight 
Trade  Centers  abroad.  About  2,200  ICE  officers  assist  Itahan  exporters  in 
international  trade  matters. 

ICE  provides  training  for  foreign  trade  specialists  to  assist  Italian  businesses. 
The  Institute  organizes  seminars  and  conferences  in  Italy  and  abroad, 
covering  international  trade  and  marketing  issues.  ICE  also  offers  training  for 
pubhc  and  private  sector  managers  from  eastern  European  and  developing 
countries.  The  courses  consist  of  marketing,  export  promotion,  and  industrial 
cooperation. 


International  Trade  Contacts 

ICE  assists  both  ItaUan  companies  in  foreign  markets,  and  foreign  firms 
seeking  Italian  trade  partners.  ICE  trade  specialists  help  with  the  acquisition 
of  orders  in  foreign  markets  and  the  selection  of  distributors  and  agents. 
They  also  provide  assistance  in  settling  commercial  and  customs  disputes. 
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Trade  Centers 

Italian  Trade  Centers  abroad  are  accessible  to  agents  of  Italian  companies  in 
Duesseldorf,  London,  Paris,  New  York,  Orlando  (Florida),  Seoul,  Tokyo,  and 
Toronto(Canada).  These  facilities  are  maintained  by  local  ICE  offices.  They 
are  equipped  with  showrooms  and  conference  rooms  suitable  for  exhibitions, 
press  conferences,  seminars,  and  other  promotional  activities.  Additionally, 
meeting  and  product  presentation  facilities  are  available  at  ICE's  offices  in 
Budapest,  Montreal,  and  Warsaw. 

Listings  of  Italian  Businesses 

ICE  keeps  address  lists  of  Italian  companies  interested  in  exporting  or 
importing.  These  lists  also  provide  specific  product  classification-  Requests 
for  ItaUan  goods  or  services  which  are  received  by  ICE  offices,  are  referred  to 
ICE  headquarters  ia  Rome.  Information  on  these  requests  is  then  accessible 
through  the  SICE  electronic  information  system,  telex  or  fax  system,  and 
through  the  weekly  publication,  "Gioraale  dell'  ICE."  ICE  offices  maintain 
records  of  requests  for  Italian  products  and  services,  for  later  reference. 

Publications 

"n  Giomale  deU'ICE"  is  a  weekly  commercial  and  technical  p^er  which 
helps  Italian  businesses  find  trade  partners.  The  paper  features  international 
contact  bids,  and  requests  for  Italian  goods  and  services  from  foreign  buyers. 

Meetings 

Arrangements  for  meetings  between  companies  or  specific  trade  groups, 
interested  in  developing  business  coimections,  are  available  in  Italy  and 
abroad.  The  range  of  services  also  includes  visits  to  Italian  trade  fairs,  with 
the  ICE  office  in  Italy  assisting  with  the  scheduling  of  meetings.  Foreign 
media  missions  to  Italy  are  also  encouraged. 

Listings  of  Italian  Professional  Firms 

This  service  operates  on  an  international  scale  to  facilitate  contacting 
correspondents,  such  as  lawyers,  collection  bureaus,  adjusters,  engineers, 
accredited  testing  labs,  and  interpreters. 
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Technical  Assistance 

ICE  provides  for  Italian  exporters  a  number  of  technical  guidebooks 
informing  about  foreign  import  and  commercial  regulations. 

Italian  Business  and  Regulatory  Information  aims  at  foreign  buyers  and 
provides  a  detailed  profile  of  the  Italian  economy.  Information  may  include 
current  trends  with  data  on  Italian  trade,  information  on  Italian  customs, 
currency,  and  technical  regulations.  Information  on  the  major  industrial 
sectors  and  on  the  trends  of  exports  and  imports  are  also  available  in  English. 

Overseas  Promotion 

Trade  Fairs 

ICE  represents  foreign  fairs  in  Italy,  providing  information  not  only  on  fairs 
in  Italy,  but  also  on  international  fairs.  A  catalog  listing  the  dates  of  all 
international  fairs  held  in  Italy,  provides  information  on  the  specific 
industrial  sectors.  Furthermore,  information  and  catalogs  for  the  most 
important  Italian  fairs  are  made  available.  Also  provided  is  information  on 
conferences  and  other  events  for  foreign  trade  promotion. 

Itafy  emphasizes  trade  fairs  and  missions  in  its  ejq)0rt  promotion.  It  shares 
^diibition  costs  with  private  exhibitors. 

Trade  Centers 

ICE  uses  its  Trade  Centers  abroad  to  promote  Itafy's  products.  Ejqrart  or 
independent  missions,  technological  conferences  and  seminars,  and 
advertising  canq>aigns  and  meetings,  are  often  held  at  ICE  Trade  Center 
facilities.  Special  promotions  at  department  stores  are  also  organized. 

Inward  Missions 

The  ICE  selects  foreign  business  people  and  media  representatives  to  be 
invited  to  Italy. 
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Newsletters 


In  connection  with  particular  promotion  projects  abroad,  ICE  officers  send 
free  newsletters  to  those  Italian  companies  interested  in  technology  and  in 
products  of  the  industrial  sector  described. 

Many  ICE  offices  abroad  also  offer  free  Trade  News  Bulletins  to  major 
companies  in  the  host  country.  These  bulletins  represent  the  range  of 
products  and  services  of  Italian  companies  which  are  looking  for  industrial 
and  technical  cooperatioiL  These  bulletins  are  circulated  among  major 
commercial  companies  in  the  host  country. 

Services  of  Private  and  Semiprivate  Organizations 

Chambers  of  Commerce 

The  structure  of  the  Italian  Chambers  of  Commerce  is  similar  to  that  of  the 
German  Chambers  of  Commerce.  They  also  provide  export  counseling  and 
other  export-related  services  through  a  network  of  domestic  and  overseas 
posts. 

Associations 

FEDEREXPORT  is  a  consortiiun  of  170  Italian  industry  associations.  The 
organization  represents  130,000  companies,  including  about  6000  small 
businesses  with  export  potential  FEDEREXPORT  works  closely  together 
with  ICE  and  takes  an  active  part  in  Italian  trade  promotion. 

FEDEREXPORT  and  another  180  Italian  export  consortia  receive  generous 
government  funding. 

FEDEREXPORT  also  provides  individual  cotmseling  and  custom  tailored 
specific  information.  Market  penetration  plans  are  developed  upon  request 
by  a  prospective  exporter. 
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Country-by-Country  Comparison:  United 
Kingdom 

Involved  Agencies 

The  Department  of  Trade  and  Industry  (DTI)  has  overall  responsibility  for 
the  British  international  trade  pohcy  and  is  advised  by  the  British  Overseas 
Trade  Board  (BOTB).  With  respect  to  the  export  promotion  policy,  DTI  and 
the  Foreign  Commonwealth  Office  (FCO)  are  a  joint  department.  This 
department  provides  export  assistance  through  the  "Overseas  Trade  Services" 
(OTS). 

Services  of  the  Scottish  Trade  International,  the  Welsh  Office  Industry 
Department,  and  the  Industrial  Development  Board  for  Northern  Ireland  are 
integrated  into  this  government  service  network. 

Trade  specialists  in  the  embassies  abroad  are  commissioners  of  the  FCO  and 
inform  interested  companies  about  their  host  country.  They  represent  the 
equivalent  of  the  domestic  operating  DTI  in  the  U.K 

The  OTS  assists  exporters  with  about  2,000  counselors  who  are  located  in  the 
DTI  headquarters  in  London,  with  11  regional  and  197  Diplomatic  Posts 
overseas.  DTI  offices  and  their  Welsh,  Scottish,  and  Irish  affiliates  are  usually 
the  first  information  contact  for  exporters.  They  provide  information  about 
the  range  of  services  provided  within  the  OTS. 

They  also  refer  to  other  govenmiental  resources  such  as  the  Simpler  Trade 
Procedures  Board,  the  Technical  Help  for  Exporters,  and  the  Export  Credits 
Guarantee  Department.  Assistance  and  services  are  provided  on  an 
individualized  basis  and  are  steadily  reviewed. 

The  Association  of  British  Chambers  of  Commerce  is  also  deeply  involved  in 
international  trade  matters  and  works  closely  together  with  DTI.  Other 
private  organizations  such  as  the  Confederation  of  British  Industries  (CBI) 
provide  additional  export  coimseling  to  British  companies.  In  addition,  the 
private  sector  has  established  export  assistance  centers  which  act  as 
self-supporting  organizations  without  government  funding. 
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Recent  Activities 


In  order  to  maintain  a  high  level  of  service  and  to  meet  customers'  needs,  the 
Overseas  Trade  Services'  standards  are  continuously  reviewed  for  quality. 
These  standards  included  in  the  "Gtizen's  Charter"  apply  both  to  published 
literature  and  the  organization's  performance.  OTS's  regular  market  research 
results  directly  in  a  variety  of  new  export  services  tailored  to  the  customers' 
needs. 

The  Trade  Fair  Pamphleting  Scheme,  Overseas  Investment  Inquiry  Service 
(OIES),  Programme  Arranging  Service  (PAS),  In-Market  Help  Service 
(IMHS)  and  Seminar  Organization  (SO),  however,  have  been  provided  on  a 
one-year  pilot  basis  since  October  1993.  They  are  subject  to  revision  in 
March  1995. 
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British  Trade  Promotion  in  Brief 

INVOLVEMENT  IN  EXPORTS 

Exports:  $190.0  biUion 

Percentage  of  exports  relative  to  GDP:  18.8% 

EXPORT  PROMOTION  BUDGET 

Expenditures  on  export  promotion:  $285.7  million 

Export  promotion  per  capita:  $4.68 

TRADE  FAIR  PROMOTION  (AND  MISSIONS) 

Expenditm-es:  $123  million 

Number  of  subsidized  fairs:  over  300 

Nvunber  of  participants  in  overseas  trade  fairs:  7,000 

Number  of  participants  in  Outward  Missions:  2,200  + 


Information  on  this  fact  sheet  was  found  in  the  TPCC  report,  'Toward  a 
National  Export  Strategy,"  September  1993,  TPCC  report,  "National  Export 
Strategy,"  October  1994  and  other  specific  information  by  DTI 
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Primary  Trade  Partners  of  the  United  Kingdom  in  1992 

(Approximate  percentage  of  total  imports  and  exports.) 


Imports 

% 

Exports 

■   %     1;i 

Germany 

15.1 

Germany 

13.9 

United  States 

11.0 

United  States 

11.4 

France 

9.7 

France 

10.6 

Netherlands 

7.9 

Netherlands 

7.8 

Japan 

5.9 

Italy 

5.7 

Italy 

5.3 

Ireland 

5.3 

Belgium/Luxembourg 

4.6 

Belgium/Luxembourg 

5.3 

Ireland 

4.0 

Spain 

4.2 

Switzeriand 

3.1 

Swedem 

2.3 

Norway 

3.1 

Japan 

2.1 

Source:  OECD 


Primary  Trade  lUlarkets  in  1992 

(i^proximate  percentage  of  trade  volume.) 


Rank 

Market  Region 

imports  % 

Exports  % 

Trade  Volume 
%  Share 

2 

North  America 
(Canada/MexicoAJS) 

6.1 

8.2 

7.1 

6 

Latin  America 

2.2 

2.1 

2.2 

1 

Europe  Onduding  EC.CEEC'^> 

73.9 

72.8 

73.3 

EC 
CEEC 

58.8 
4.1 

57.8 
3.7 

58.3 
3.9 

4 

Middle  East 

2.6 

4.5 

3.5 

3 

Far  East 

5.0 

5.3 

5.1 

5 

Africa 

6.9 

4.1 

5.5 

Source:  OECD 
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Official  Government  Assistance 


Department  of  Trade  and  Industry  (DTI) 

The  promotion  objective  of  DTI  trade  officers  is  to  offer  a  clear  and 
comprehensive  overview  to  interested  businesses  about  all  available  services. 
A  further  intent  is  to  provide  information  promptly  and  to  assist  exporters  on 
a  personal  basis.  The  DTI  holds  its  staff  personally  accountable  for  all  of  their 
services  and  business  transactions,  and  any  complaints  from  businesses  are 
thoroughly  investigated.  Among  its  many  functions,  the  Department  of  Trade 
and  Industry  supports  product  promotions,  trade  fairs,  overseas  seminars,  as 
well  as  outward  and  inward  missions. 


Market  Information 

Export  Data  Services 

Export  Data  Services  provide  information  through  publications,  market 
reports,  and  computerized  data  bases.  An  automated  matching  service  for 
linking  export  markets,  and  the  immediate  availabiUty  of  on-line  access  to  all 
DTI  export  data  sources,  ensure  fast  and  comprehensive  infonnation. 

The  Export  Marketing  Information  Center,  located  in  the  DTI  headquarters 
in  London,  makes  its  data  bases,  published  materials,  and  statistics  available 
to  exporters  who  prefer  to  do  their  own  market  research. 

Market  Information  Enquiry  Service  (MIES) 

The  MIES  assists  exporters  by  addressing  specific  questions  on  all  export 
markets.  Trade  specialists  of  British  Diplomatic  Posts  advise  about  both  the 
general  political  and  economic  situation  of  the  target  market  or  cotmtry,  and 
about  tariffs  and  pertinent  regulations.  They  analyze  and  make 
recommendations  about  a  company's  market  opportimities  for  its  products 
and  services,  and  even  advise  businesses  on  future  export  activities. 

Export  Marketing  Research  Scheme  (EMRS) 

The  EMRS  provides  companies  employing  fewer  than  200  workers  with  free 
advice  on  marketing  research  during  all  stages  of  a  project  and  with  financial 
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support  for  structured  marketmg  research.  A  further  requirement  for 
eligibility  is  that  the  company  cannot  have  benefited  from  three  or  more 
successful  EMRS  appHcations  since  January,  1 1986.  Independent  consultants 
are  subsidized  by  up  to  50  percent,  if  approved  by  EMRS  not  exceeding  BP 
20,000.  However,  when  a  company's  staff  are  able  to  carry  out  the  export 
marketing  study,  DTI  pays  up  to  50  percent  of  one  researcher's  travel  costs, 
interpreter  fees,  and  per  diem  in  non-EC  countries. 

DTI  pays  for  as  much  as  a  third  of  any  two  published  marketing  research 
studies  purchased  by  a  company  in  any  given  year.  It  also  supports  any  two 
approved  individual  projects  targeting  a  different  cotmtry  per  firm  each  year. 
For  the  U.S.  ,however,  two  research  projects  are  allowed  per  firm  each  year. 

This  program  is  available  through  the  Association  of  British  Chambers  of 
Commerce  (ABCC),  which  organizes  this  service  on  behalf  of  DTI.  ABCC 
will  examine  the  study  carefully  and  only  if  it  is  considered  satisfactory,  will 
DTI  pay  an  offered  grant 

International  Trade  Contacts 

Overseas  Status  Report  Service  (OSRS) 

The  OSRS  helps  British  exporters  determine  suitable  foreign  trading 
partners  or  representatives.  The  commercial  departments  of  embassies 
abroad  provide  a  report  on  the  respective  company  or  agent,  indicating  the 
potential  partner's  commercial  activities  and  interests,  technical  know-how, 
warehousing  and  distribution  capabilities  and  effectiveness,  and  more.  This 
report  also  assesses  the  company's  financial  status  and  resources,  but  does 
not  state  credit-worthiness. 

Export  Representative  Service  (ERS) 

The  ERS  assist  British  exporters  in  identifying  a  potential  agent  or  distributor 
for  their  products  or  services.  Once  the  requirements  are  identified,  the 
embassies'  commercial  departments  provide  a  confidential  list  including 
detailed  information  on  pre-approved  potential  agents  or  distributors. 
Results  are  stated  in  a  report  covering  nearly  the  same  issues  as  covered  by 
the  OSRS. 
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ERS  is,  however,  not  a  credit  rating.  This  service  is  available  for  many 
overseas  markets,  excluding  the  former  Soviet  and  Eastern  bloc  markets  and 
some  Middle  East  markets.  Only  those  U.K.  businesses  exporting  goods  and 
services  and  which  are  not  yet  established  in  the  target  markets,  are  eUgible 
for  ERS  assistance. 


Export  Counseling 


Consultancy  Program 


The  Consultancy  Program  is  available  through  DTI's  Enterprise  Initiative, 
both  for  domestic  operating  companies  and  for  exporting  companies.  In 
addition  to  receiving  professional  advice  for  developing  international 
management  skills,  small  business  reporters  can  also  receive  counseling  in 
export  marketing,  design,  and  quality,  as  well  as  in  business  planning.  Further 
services  can  entail  advice  about  manufacturing,  financial  and  information 
systems. 

Overseas  Seminars 

Overseas  Seminars  take  place  only  when  there  are  proposals  fi-om  a  trade 
association,  chamber  of  commerce  or  a  similar  nonprofit  organization  to 
sponsor  this  event.  The  sponsor  is  responsible  for  the  organization  of  the 
seminar  and  has  to  provide  a  report  to  DTI  on  the  seminar,  as  well  as  on  all 
related  exhibitions.  These  seminars  give  exporters  the  opportunity  to 
exchange  information  about  specific  market  sectors  and  to  discuss  suitabihty 
of  the  market  and  its  products. 

DTI  subsidizes  up  to  45%  of  costs  of  seminars.  These  include,  for  example, 
expenses  for  auditorium  and  support  services,  preparation,  translation  and 
printing  of  documents,  as  well  as  costs  of  the  rented  space,  and  a  panel 
scheme,  and  graphics  for  mini-exhibitions  faciMties    .  The  frequency  of 
participations  by  companies  in  seminars  is  unlimited. 

Seminar  Organization  (SO) 

The  Seminar  Organization  is  a  recentfy  established  and  is  available  in  30 
cities  across  the  world.  Diplomatic  Posts  overseas  support  trade  associations 
and  chambers  of  commerce  with  &q)ertise  in  organizing  seminars  abroad,  by 
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advising  on  local  business  practices  and  contacts.  The  Diplomatic  Posts  also 
take  care  of  much  of  the  administrative  work. 


Export  Orientation  Assistance 

Programme  Arranging  Service  (PAS) 

The  Programme  Arranging  Service  is  available  only  for  businesses  which  are 
new  to  the  respective  target  market.  It  is  mandatory  for  interested  businesses 
to  have  used  either  the  Market  Information  Inquiry  Service,  or  the  Export 
Marketing  Research  Scheme  or  the  Export  Representative  Service  in  the 
previous  12  months  for  their  particular  target  market 

The  service  helps  in  preparing  and  planning  a  business  visit  abroad,  providing 
a  schedule  of  appointments,  local  business  and  cultiu'al  information,  and 
advice  on  local  transport  and  various  other  pertinent  information. 

In-Market  Help  Service  (IMHS) 

The  In-Market  Help  Service  (IMHS)  imposes  basically  the  same  conditions 
as  in  the  program  of  the  PAS.  Pre-arranged  visit  programs,  accompanied 
visits,  and  de-briefing  sessions  help  businesses  to  identify  agents  and 
distributors.  For  some  markets  interpreting  and  transport  support  can  be 
arranged.  Advice  including  local  statistics  and  market  research  in  a  report 
context  is  offered. 


Overseas  Promotion 

The  Trade  Fairs  Support  Program 

In  contrast  to  other  nations,  where  individual  businesses  profit  from  trade  fair 
promotion,  DTI  supports  only  group  participation  in  trade  fairs.  Individual 
companies  are  recruited  by  an  approved  sponsor,  normally  a  trade 
association  or  chamber  of  commerce.  In  connection  with  trade  fair 
participation,  these  organizations  take  over  some  of  the  or  anizatory  work, 
such  as  the  correct  processing  of  either  appUcations  for  participating  or 
processing  of  exhibitors'  contributions  to  a  particular  fair.  Sponsors  also 
recommend  trade  events  to  DTI  for  government  support  Only  when  the 
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scope  of  an  agreed  upon  trade  fair  seems  too  general  to  be  of  any  value  to  a 
specific  industry  group,  will  DTI  organize  and  recruit  groups  to  attend. 

Exhibitors  receive  organized  group  support  both  from  official  exhibition 
experts  and  group  sponsors;  the  latter  also  provide  information  booths  at 
fairs.  In  non-English  speaking  countries,  the  sponsor's  information  desk 
might  be  staffed  with  an  interpreter  who  is  available  for  all  members  of  the 
group. 

Pubhdty  and  promotional  advice  by  specialists  in  British  Overseas  Posts 
include  press  releases  which  educate  about  products  or  services  represented 
by  the  group.  The  press  releases  also  promote  individual  companies.  Besides 
a  group  catalogue,  supplements  for  publications  in  the  pre-show  issue  of  the 
market's  leading  trade  journal  and  illustrated  leaflets  in  various  languages  are 

21 

available.  Some  of  these  services  are  fi-ee,  but  many  must  be  piu'chased.    . 

DTI  trade  fair  support  for  UK  exhibitors  includes  50%  grants  for  rental  of 
space,  as  well  as  fixed  construction  grants  for  individual  exhibition  booths, 
and  display  aids.  For  fairs  outside  Western  Europe,  participants  might  also 
receive  travel  grants.  Generally  assistance  is  restricted  to  a  firm's  first  three 
government-supported  trade  events.  However,  participation  in  two  major 
upcoming  international  fairs  in  Japan,  Germany,  and  in  the  U.S.  might  be 
subsidized. 

Trade  Pamphieting  Scheme  (TFPS) 

With  the  Trade  Fair  Pamphieting  Scheme,  DTI  offers  businesses  the 
opportimity  to  display  their  own  literature  with  other  businesses  on  a  group 
stand  at  some  specific  trade  events.  After  the  show,  the  company  will  receive 
a  list  of  contacts  who  have  shown  interest  in  its  products  or  services,  as  well  as 
receiving  a  brief  report  on  the  trade  event 

This  service  is  restricted  to  only  one  time  per  market  for  each  business;  the 

products  and  services  described  in  the  Uterature  must  originate  fi-om  the 

U.K.  and  firms  must  not  have  exhibited  at  the  particular  trade  event 

Companies  must  prove  that  they  are  export-ready  and  that  they  can  provide 

.  .       .       22 
the  sales  potential  to  satisfy  the  demand  generated  by  their  partiapation. 
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Outward  Missions 

The  organizing  and  the  recruitment  for  Outward  Missions  are  similar  to  the 
Trade  Fair  Support  Scheme.  A  sponsor  sets  up  a  mission  group  of  10  to  30 
businesses  for  visiting  the  foreign  market  A  sponsor's  tasks  also  include 
processing  applications  for  travel  grants  which  are  available  for  one  of  an 
eligible  company's  representatives.  The  sponsor  must  provide  a  secretary, 
who  is  responsible  for  helping  firms  with  information.  He  also  has  to  report 
on  the  mission  to  DTI. 

Missions  to  Western  Europe  and  North  America  are  not  subsidized,  however 
there  are  possible  exceptions  for  North  America.  A  company  may  be 
financially  supported  for  up  to  ten  visits.  Grants  are  limited  to  five  visits  to 
Japan  and  three  visits  to  other  countries  included  in  the  program.  Despite  the 
fact  that  businesses  are  not  eligible  for  financial  support  or  that  they  do  not 
belong  to  the  sponsor's  organization,  businesses  may  apply  for  participation 
in  an  outward  mission. 

In  addition  to  the  sponsorship  activities  of  Outward  Missions,  associations, 
chambers  of  conmierce,  local  coimcils  and  other  similar  organizations  also 
sponsor  private  missions. 

Inward  Missions 

With  inward  missions,  anywhere  from  1  to  20  foreign  business 
representatives  who  could  be  influential  in  the  purchase  of  British  goods,  are 
invited  and  hosted  by  British  companies  representing  their  industry.  Visitors 
must  adhere  to  a  certain  visit  program,  which  gives  them  insight  into  the 
available  range  of  products  and  services  in  which  they  are  interested.  The 
organization  of  inward  missions  is  the  responsibihty  of  an  approved  sponsor 
who  oversees  all  aspects  of  the  visit.  He  ensures  that  the  foreign  guests  are 
escorted  throughout  the  course  of  the  visit  and  he  must  report  to  the  DTI  on 
the  mission's  results. 

Upon  completion  of  the  mission,  visitors  can  receive  60%  of  the  direct 
Club/Business-class  return  travel  expenses  and  a  contribution  of  BP  70  for 
accommodations  and  meals  per  night  The  reimbursement  of  50%  for 
catering  a  briefing  or  debriefing  reception  depends  typically  on  the  number 
of  attending  visitors,  host  representatives  and  DTI  officials. 
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Besides  financial  support,  DTI  helps  with  planning  the  mission.  Diplomatic 
posts  in  the  respective  country  are  asked  to  invite  the  visitor  on  behalf  of  the 
sponsor  and  DTI. 

Foreign  Buyer  Services 

The  Foreign  Buyer  Services  consist  of  an  OTS  computer  assisted  service, 
which  expedites  quick  contacts  between  foreign  buyers  and  British  suppliers, 
free-of-charge.  This  service  is  also  available  through  British  embassies, 
consulates,  or  high  commissions,  and  it  channels  inquiries  directly  to 
interested  British  companies. 

New  Products  from  Britain  Service  (NPFBS) 

The  NPFBS  provides  editors  of  periodicals  with  informational  materials  on 
exceptional  and  innovative  U.K.  products.  The  service  seeks  to  place  the 
article  in  appropriate  publications  of  the  individual  target  markets.  There  is 
no  commitment,  for  publication  of  an  article;  however,  more  than  90%  of  all 
stories  issued  in  the  U.S.  are  published  in  at  least  one  magazine.  It  is  the 
decision  of  the  editor  to  approve  of  the  product's  newsworthiness 

The  NPFBS  is  not  a  government-paid  service,  and  fees  are  due.  Articles  are 
written  by  experienced  journalists,  but  their  accuracy  is  double-checked  by 
the  company.  Translations  into  French,  Spanish,  and  Arabic  are  possible. 

Store  Promotion 

When  an  overseas  Store  Promotion  is  connected  with  a  UK  promotion 
theme,  requests  of  major  stores  looking  for  participating  suppliers,  are 
transmitted  by  Diplomatic  trade  specialists.  The  specialists  also  advise  on  the 
presentation  of  products  and  assist  store  managers  in  creatiDg  a  British 
atmosphere  through  diplays,  demonstrations,  and  entertainment 

Information  about  future  store  promotion  events  is  available  through  various 
DTI  sources  and  trade  associations.  Like  trade  fairs  in  North  America  and  in 
Western  Europe,  store  promotions  represent  an  important  entree  to  the 
Japanese  consumer  market.  Store  promotions  also  provide  access  to  various 
other  markets. 
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Others 


The  government  department  Simpler  Trade  Procedures  Board  helps 
exporters  with  documentation  and  export  procedures,  while  the  Technical 
Help  to  Exporters  assists  with  advice  on  overseas  technical  standards. 

Services  of  Private  or  Semiprivate  Organizations 

Chambers  of  Commerce  and  the  Association  of  British  Chambers  of 
Commerce  (ABCC) 

Although  the  chambers  work  closely  together  with  DTI,  they  do  not  receive 
any  government  funding.  Financial  support  is  received  only  for  services  which 
have  been  delegated  to  the  ABCC  by  the  British  government.  Chambers  in 
larger  cities  usually  run  international  trade  or  export  documentation  offices. 
Some  chambers  of  commerce  have  established  export  clubs,  through  which 
e^orters  can  exchange  e^qperiences  and  share  advice  on  an  informal  basis. 

Above  mentioned  government  supported  services,  in  cooperation  with  the 
ABCC  consist  of  the  Export  Marketing  Research  Scheme  (EMRS)  and  the 
Trade  Fair  Promotion. 

Export  Assistance  Centers 

In.  addition  to  assistance  from  the  chambers  of  commerce,  65  voluntary 
seasoned  self-funded  export  clubs  have  been  established  across  the  U.K.  In 
these  65  clubs,  seasoned  professionals  provide  expert  counseling  to  those 
small  and  medium-sized  companies  which  only  occasionally  export. 

Confederation  of  British  Industries  (CSi) 

The  Confederation  of  British  Industries  (CBI),  which  has  more  than  250,000 
member  firms,  takes  an  active  pan  in  U.K.  expon  promotion.  Besides 
advising  members  and  publishing  articles  on  export  matters,  this  private 
entity  also  coimsels  the  British  government  on  national  export  poKcy. 

Similar  to  the  chambers  of  commerce,  CBI  offers  a  variety  of  services  in 
cooperation  with  government  departments. 
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Associations 

Associations  in  the  U.K.  play  a  role  similar  to  the  function  of  the  chambers  of 
commerce.  Besides  comiseling  their  members,  they  are  also  involved  in 
discussing  government  trade  policy. 
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Country-by-Country  Comparison:  United 
States 


Involved  Agencies 

The  Trade  Promotion  Coordinating  Committee  (TPCC)  is  responsible  for 
developing  and  coordinating  U.S.  export  promotion  programs  and  is  an 
interagency  organization  consisting  of  19  government  agencies. 

The  most  influential  agencies  are  the  Department  of  Commerce  (DOC), 
Department  of  Energy,  Export-Import  Bank,  Environment  Protection 
Agency,  U.S.  Agency  for  International  Development,  and  the  U.S.  Trade  and 
Development  Agency.  The  Department  of  Commerce  is  the  mainstay  for 
e;q)ort  promotion  and  leads  the  coordination  of  export  promotion  programs. 

The  Department  of  Commerce  is  the  primary  agency  for  export  promotion. 
Therefore,  it  provides  and  coordinates  most  of  the  export  promotion  and 
assistance  for  small  and  medimn-sized  exporters. 

The  Department's  International  Trade  Administration  (TTA)  is  a  valuable 
resource  for  advice  and  information.  Regional  business  centers  with 
information  about  various  national  markets  are  part  of  ITA  with  Trade 
Information  Centers  also  being  attached  to  the  DOC. 

The  U.S.  Small  Business  Administration  (SBA)  offers  aid  to  current  and 
prospective  small  or  minority  exporters  through  two  major  programs:  1) 
Business  development  assistance  and  2)  financial  assistance.  These  programs 
are  controlled  by  the  SBA's  Office  of  International  Trade  in  Washington, 
D.C.  and  administered  through  the  SBA's  network  of  field  offices  around  the 
country. 

The  United  States  and  Foreign  Commercial  Service  is  also  involved  in  export 
promotion.  Private  organizations,  such  as  associations  and  the  U.S.  Chamber 
of  Commerce,  also  contribute  to  U.S.  exporters'  success  abroad.  They  are 
progressively  more  involved  in  government  decisions  on  the  national  export 
policy. 
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Recent  Activities 


Under  the  Export  Enhancement  Act  of  1992,  the  TPCC  was  delegated  the 
mission  to  develop  a  national  strategy  for  guiding  federal  export  promotion 
programs.  In  November  1993,  the  TPCC  introduced  the  "National  Export 
Strategy." 

In  connection  with  this  strategy,  65  proposals  for  streamlining  inefficient 
administrative  procedures  in  government  agencies  were  implemented. 
Another  intention  was  to  develop  ejqport  assistance  programs  for  U.S.  small 
businesses.  The  strategy  has  evidenced,  at  long  last,  an  official 
acknowledgment  of  the  importance  of  exports  to  the  U.S.  economy.  The  most 
challenging  proposal  was  to  establish  a  unified  export  promotion  budget  in 
Fiscal  Year  1995. 

The  October  1994  TPCC  report  to  Congress  brought  attention  to  the 
milestones  achieved  since  the  publication  of  the  1993  TPCC  report. 
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U.S.  Export  Promotion  in  Brief 

INVOLVEMENT  IN  EXPORTS 

Exports:  $448.2  billion 

Percentage  of  exports  relative  to  GDP:  7.53% 

EXPORT  PROMOTION  BUDGET 

Expenditures  on  export  promotion:  $  149.4  million 

FEASIBIUTY  STUDIES 

Expenditures  on  feasibility  studies:  $3 1  million 

TRADE  FAIR  PROMOTION 

The  Department  of  Commerce  supports  annually  80-100  worldwide  trade 
fairs.  In  addition,  50  certified  fairs  are  subsidized. 


Information  on  this  fact  sheet  was  found  in  the  TPCC  report,  'Toward  a 
National  Export  Strategy,"  September  1993,  TPCC  report "  National  Export 
Strategy,"  October  1994,  and  SBA  "Where  to  find  export  assistance,"  May 
1994 
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Primary  U.S.  Trade  Partners  in  1992 

(Approximate  percentage  of  total  imports  and  exports.) 


Importa 

.::..:-::J:%::.-.-.W:.-.. 

Exports 

.....:-;.  %...:-:;i 

Germany 

15.1 

Germany 

13.9 

United  States 

11.0 

United  States 

11.4 

France 

9.7 

France 

10.6 

Netherlands 

7.9 

Netherlands 

7.8 

Japan 

5.9 

Italy 

5.7 

Italy 

5.3 

Ireland 

5.3 

Belgium/Luxembourg 

4.6 

Belgium/Luxembourg 

5.3 

Ireland 

4.0 

Spain 

4.2 

Switzerland 

3.1 

Sweden 

Z3 

Norway 

3.1 

Japan 

2.1 

Source:  OECD 


Primary  U.  S.  Trade  Markets  in  1992 

(Approximate  percentages  of  trade  volmne.) 


Rank 

Market  Region 

imports  % 

Firports% 

Trade  Volume 
%  Share 

1 

North  America 
(Canada/Mexico) 

25.2 

29.2 

27.2 

4 

Latin  America 

5.7 

6.9 

6.3 

2 

Europe  Onduding  EC.CEEC^^ 

21.2 

27.4 

24.3 

EC 

20.7 

23.0 

21.9 

CEEC 

0.4 

1.2 

0.8 

5 

Mkldle  East 

3.0 

3.8 

3.4 

3 

Far  East 

22.5 

16.4 

19.5 

6 

Africa 

2.7 

2.2 

2.5 

Source:  OECD 
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Official  Government  Assistance 


General  Export  Information 

Trade  Information  Center  (TIC) 

The  TIC,  which  is  attached  to  the  Department  of  Commerce,  is  the  single 
most  comprehensive  information  resource  for  governmental  export 
assistance  programs. 

Trade  specialists  assist  in  locating  and  using  these  programs.  The  Center's 
staff  is  available  to  businesses  during  the  whole  export  process.  Besides 
providing  general  market  information  and  basic  export  coimseling,  the  TIC 
trade  specialists  also  refer  companies  to  state  agencies  and  local  trade 
organizations.  These  entities  are  able  to  provide  additional  individualized 
assistance.  The  Center  also  provides  assistance  in  accessing  information  from 
the  National  Trade  Data  Bank. 

National  Trade  Data  Bank  (NTDB) 

The  DOC's  NTDB  is  based  on  CD-ROM  and  contains  export  promotion  and 
international  trade  data  gathered  by  17  U.S.  government  agencies.  The 
NTDB  contains  over  100,000  trade-related  documents,  such  as  the  latest 
Census  data  on  U.S.  imports  and  exports.  Current  market  research  reports 
from  the  Foreign  Commercial  Service,  and  State  Department  country  reports 
on  economic  poUcy  and  trade  practices  are  also  included. 

A  complete  Foreign  Traders  Index,  containing  over  55,000  names  and 
addresses  of  businesses  interested  in  importing  U.S.  products,  is  accessible. 
However,  there  is  much  more  information  available  in  the  NTDB. 

The  NTDB  can  be  used  at  over  900  federal  depository  hbraries  nationwide. 
For  private  use,  two  monthly-updated  CD-ROM  discs  can  be  purchased  from 
the  Department  of  Commerce. 

Another  computerized  service  from  the  Department  of  Commerce  is  The 
Economic  Bulletin  Board  (EBB).  This  service  provides  exporters  with  trade 
leads  and  the  latest  trade  and  economic  information  from  the  federal 
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government.  The  Bureau  of  the  Census,  the  Bureau  of  Economic  Analysis, 
the  Bureau  of  Labor  Statistics,  and  the  Federal  Reserve  Board  are  only  a  few 
examples  of  those  government  agencies  which  contribute  to  the  EBB. 

The  EBB  is  available  both  as  personal,  computer-based,  on-hne  data  bank 
and  as  a  fax  retrieval  system.  A  user  fee  is  charged. 

Market  Information 

"Business  America" 

DOC's  monthly  published  magazine  informs  about  trade  issues,  including 
U.S.  Govermnent  policies  and  activities  which  affect  international  trade. 

Department  of  Commerce  trade  specialists  in  ITA  offices  across  the  country 
assist  in  locating  the  most  suitable  foreign  markets  for  a  company's  products. 

International  Economic  Policy  Country  Desk  Officers  (lEP)  provide  relevant 
information  and  assistance  on  speciJBc  country  markets.  These  include  the 
Newly  Independent  States,  Eastern  Emope,  Japan,  and  Latin  America^ 
Caribbean.  Services  include  lists  of  trade  contacts,  market  information  and 
research,  standards  and  testing  procedures,  tariffe  and  non-tariff  barriers,  and 
a  vast  variety  of  other  issues  and  information. 

ITA  provides  additional  services  and  programs. 

Single  internal  Marlcet  1992  Information  Service  (SIMIS) 

The  SIMIS  serves  as  the  major  U.S.  government  contact  point  regarding 
commercial  and  trade  information  occurring  in  connection  with  the 
European  Community  Single  Market  Program. 

SIMIS  services  include  a  data  base  with  comprehensive  general  information 
on  EC  issues,  a  quarterly  newsletter,  specific  EC  information  material, 
seminars,  and  counseling. 

Another  international  trade  program  for  U.S.  exporters  is  Japan's  Official 
Development  Assistance  Program,  which  is  a  particular  resource  for  U.S. 
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businesses  seeking  information  about  how  to  access  procurement  through 
Japan's  foreign  aid  progranL 

Office  of  International  Major  Projects  (OIMP) 

The  OIMP  coordinates  government  assistance  for  competing  in  bidding  for 
major  infrastructure  and  industrial  projects  overseas.  OIMP  identifies 
upcoming  projects,  and  monitors  the  development  in  specific  industrial 
sectors.  OIMP  also  provides  individual  coimseling  and  offers  guidance  on 
appropriate  market  contacts  and  on  procedures  for  bidding. 

Data  Bases 

The  Bureau  of  the  Census,  which  is  an  agency  within  the  DOC,  provides  two 
data  bases.  The  International  Data  Base  provides  global  demographic  and 
social  information  on  many  coimtries  for  which  data  is  available.  The  Export 
and  Import  Trade  Data  Base  maintains  worldwide  export  and  import 
statistics.  Customer  specified  reports  can  be  provided.  Fees  vary  according  to 
user  requirements. 

"United  States-Asia  Environmental  Partnership" 

This  TIC  service  assists  U.S.  exporters  in  entering  the  Asia/Pacific  market. 
This  program  is  a  coalition  of  public,  and  private  organizations,  which 
promotes  enviroimiental  protection  and  sustainable  development  in  34 
nations  in  the  Asia/Pacific  region- 
Others 

The  U.S.  Small  Business  Administration  (SBA)  and  the  United  States  and 
Foreign  Commercial  Service  are  also  of  assistance  in  providing  product 
market  analysis. 

Office  of  Small  and  Disadvantaged  Business  Utilization/Minority  Resource 
Center  (OSDBU/MRC)  is  an  organization  wiucli  advocates  on  behalf  of  U.S. 
small  companies  and  disadvantaged  businesses,  including  women-owned 
businesses. 
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General  country  and  market  information  can  also  be  received  from  fax 
retrieval  systems,  provided  by  the  Department  of  Commerce's  ITA  and  the 
Overseas  Private  Investment  CorporatiorL  The  systems  offer  information 
about  the  Uruguay  Round,  Eastern  Europe,  Newly  Independent  States, 
Mexico,  Canada,  Africa,  Near  East,  South  Asia,  and  the  Pacific  Basin. 

Business  Centers 

For  Trade  Information  Center,  see  "General  Information". 

District  Export  Councils  (DECs)  are  yet  another  useful  ITA-sponsored 
resource.  The  51  District  Export  Coimcils  located  around  the  United  States 
are  comprised  of  1,800  executives  with  experience  in  international  trade  and 
who  volunteer  to  help  small  businesses  export. 

Council  members  come  firom  banks,  manufacttiring  companies,  law  offices, 
trade  associations,  state  and  local  agencies,  and  educational  institutions.  They 
draw  upon  their  experience  to  encoiurage,  educate,  counsel  and  guide 
potential,  novice  and  seasoned  exporters  in  their  individual  marketing  needs. 

Small  Business  Development  Centers  (SBDCs)  offer  counseling,  training, 
and  research  assistance  on  aU  aspects  of  small  business  management. 

The  Small  Business  Institute  (SBI)  program  provides  small  business  owners 
with  intensive  management  counseling  from  quali^sd  business  students  who 
are  supervised  by  faculty.  SBIs  provide  advice  on  a  wide  range  of 
management  challenges  facing  small  businesses,  including  finding  the  most 
suitable  foreign  markets  for  particular  products  or  services. 

Export  Counseling 

A  munber  of  federal  agencies  have  export  coimseling  and  support  services 
available  to  potential  exporters,  including  both  small  and  large  fijms.  The 
DOC's  industry  and  country  specialists  provide  current  market  assessments. 
The  World  Traders  Data  Report  provides  a  means  to  check  on  the 
reputation,  reliability,  and  financial  status  of  a  prospective  trading  partner 
and  on  the  marketability  of  particular  products  in  specific  markets.  The 
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research  includes  identification  of  key  competitors,  price  of  comparable 
products,  customary  distribution  and  promotion  practices,  trade  barriers,  and 

24 

possible  business  partners. 

U.S.  Export  Assistance  Centers  (USEACs) 

The  USEACs  are  federal  export  assistance  offices.  Since  January  1994,  U.S. 
exporters  in  Baltimore,  Chicago,  Miami,  and  Long  Beach  (California)  have 
been  able  to  tvmi  to  USEAs,  which  were  established  on  a  pilot  basis.  During 
1995, 11  more  centers  throughout  the  coimtry  will  be  opened. 

The  Centers  coordinate  trade  specialists  of  the  U.S.  and  Foreign  Commercial 
Service  of  the  Department  of  Commerce,  the  Ex-lm  Bank,  and  the  Small 
Business  Administration.  USEACs  provide  one-on-one  coimseling  for 
identifying  target  markets  and  developing  marketing  strategies.  They  also 
assist  in  export  finance  matters.  The  USEACs  target  primarily  export-ready 
small,  and  mediimi-sized  businesses. 

United  States  and  Foreign  Commercial  Service  (US&FCS) 

The  US&FCS  helps  U.S.  firms  compete  more  effectively  in  the  global 
marketplace  with  its  network  of  trade  specialists  in  69  U.S.  cities  and  in  70 
coimtries  worldwide. 

US&FCS  offices  provide  information  on  foreign  markets,  agent/distributor 
location  services,  trade  leads,  and  on  coimseling  on  business  opportunities, 
trade  barriers  and  prospects  abroad.  Commercial  Officers  overseas  provide 
businesses  with  information  about  trends  and  trade  concerning  their  host 
country. 

They  also  provide  a  range  of  services  to  prospective  exporters  who  are 
traveling  abroad.  Moreover,  most  locations  maintain  business  libraries  with 
the  latest  reports  from  the  Commerce  Department 

Service  Corps  of  Retired  Executives  (SCORE) 

A  number  of  new-to-export  small  firms  have  fotmd  the  coimseling  services 
provided  by  the  SBA's  Service  Corps  of  Retired  Executives  helpful.  Through 
a  local  SBA  district  office,  companies  can  gain  access  to  more  than  850 
SCORE  volunteers  with  considerable  experience  in  international  trade. 
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Two  other  SBA-sponsored  programs  are  available  to  small  businesses  in  need 
of  management  and  export  advice:  1)  Small  Business  Development  Centers 
and  2)  Small  Business  Institutes  affiliated  with  colleges  and  universities 
throughout  the  United  States. 

Technical  Market  Assistance 

Several  Department  of  Commerce  agencies  provide  technical  assistance: 

1)  The  Office  of  Multilateral  Affairs  (OMA)  is  a  information  source  for  U.S. 
multilateral  trade  policy  issues.  The  issues  include  the  General  Agreements 
on  Tariffs  and  Trade  (GATT),  the  Organization  for  Economic  Cooperation 
and  Development  (OECD),  the  United  Nations,  and  several  other 
international  organizations. 

2)  The  National  Institute  of  Standards  and  Technology  (NIST),  which  is  part 
of  the  DOC's  Technology  Administration,  informs  about  foreign  standards 
and  certification  requirements.  NIST  also  maintains  a  GATT  hotline, 
through  which  recorded  reports  on  the  latest  notifications  of  proposed 
foreign  regulations  are  accessible. 

The  National  Institute  of  Standards  and  Technology  offers  a  metric  program, 
which  provides  assistance  on  an  anticipated  U.S.  transition  to  the  metric 
system.  Referrals  to  appropriate  coordinators  in  various  federal  agencies  and 
other  organizations  are  a  routine  responsibility. 

Other  agencies  providing  technical  assistance  are: 

The  SBA's  Office  of  Minority  SmaU  Business  and  Capital  Ownership 
Development  offers  the  Management  and  Technical  Assistance  Program, 
which  provides  management  and  technical  assistance  in  the  accounting  and 
marketing  fields.  This  assistance  includes  proposal  preparation,  as  well  as 
information  on  industry-specific  issues. 

Exporters  who  encounter  foreign  trade  barriers  and  unfair  trade  practices  can 
receive  publications  on  these  issues  from  the  Office  of  the  U.S.  Trade 
Representatives.  The  offices  Trade  Representatives*  responsibilities  are 
organized  by  sectors. 
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The  U.S.  Department  of  Transportation  provides  a  CooperatioiVTechnology 
Sharing  Program.  Through  exchanges  of  information  and  personnel, 
seminars,  and  task-sharing  or  cost-sharing  research,  exporters  can  access  and 
share  technology  and  experiences  with  other  nations  in  the  transportation 
field.  The  Department  also  provides  technical  assistance  to  developing 
countries  on  a  wide  range  of  transportation  issues. 

International  Trade  Contracts 

Overseas  trade  assistance  is  provided  by  a  number  of  Department  of 
Commerce  (DOC)  programs,  as  well  as  the  National  Trade  Data  Bank  and 
the  Export  Contact  List  Service. 

Agent/Distributor  Service 

The  Agent/Distributor  Service  of  the  DOC  helps  a  U.S.  company  in 
identifying  agents,  distributors,  and  foreign  representatives.  The  service  is 
based  on  the  evaluation  of  U.S.  product  literature  by  interested  foreign  firms. 
Another  DOC  service,  the  Customized  Sales  Survey,  provides  U.S. 
companies  with  information  on  marketing  and  on  foreign  representation  for 
their  individual  products  in  specific  markets.  However,  fees  apply. 

World  Traders  Data  Report 

This  report  provides  a  means  to  ascertain  the  reputation,  reliability,  and 
financial  status  of  a  prospective  trading  partner. 

Commercial  News  USA 

Commercial  News  USA,  a  catalog-magazrae,  is  published  by  US&FCS  10 
times  a  year.  This  magazine  promotes  American  products  and  services  in 
overseas  markets.  For  a  fee,  listed  U.S.  firms  can  have  their  products  or 
services  highlighted. 

The  Commercial  News  USA  reaches  125,000  business  readers  via  U.S. 
embassies  and  consulates  in  155  countries.  More  than  134,00  active  bvdletin 
board  subscribers  have  access  through  cooperative  arrangements  with  private 
sector  electronic  bulletin  boards  in  19  covmtries. 
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Personal  contact  services  are  provided  by  several  delivery  mechanisms, 
including  the  DOC's  Gold  Key  Service.  (For  more  information  on  the  Gold 
Key  Service  see  Overseas  Promotion.) 

Foreign  Buyer  Program 

Through  the  DOC's  Foreign  Buyer  Program ,  U.S.&FCS  officers  recruit 
qualified  foreign  buyers  worldwide  to  attend  domestic  trade  shows.  These 
shows  feature  products  and  services  of  U.S.  industries  with  high  export 
potential. 

International  Visitors  Program 

The  International  Visitors  Program  provided  by  the  U.S.  Information 
Agency,  brings  foreign  groups  or  individuals  to  the  United  States  for  about 
one  month.  The  U.S.  Information  Agency  seeks  to  invite  foreign  business 
leaders  or  foreign  govermnent  officials,  who  have  the  opportunity  to  meet 
their  U.S.  trade  and  negotiation  partners. 

The  Trade  and  Development  Agency  may  fund  visits  of  high-level  foreign 
government  representatives  to  the  United  States.  These  Reverse  Trade 
Missions  enable  foreign  officials  to  meet  with  U.S.  industry  and  government 
representatives.  The  missions  are  usually  co-funded  by  U.S.  industry. 


Overseas  Promotion 

Trade  Fairs/USA  Pavilion 

The  Department  of  Commerce  selects  annually  80-100  worldwide  trade  fairs 
for  recruitment  of  a  USA  pavilioiL  Selection  priority  is  given  to  events  in 
viable  markets  that  are  suitable  for  new-to-export  or  new-to-market, 
export-ready  firms.  Fees  for  participation  range  from  $2,500  to  $12,000, 
depending  upon  the  country.  Exhibitors  also  receive  support  in  logistics  and 
transportation  before  and  after  the  event 

Design  and  management  of  the  USA  pavilion,  and  comprehensive  overseas 
market  promotional  campaigns  are  included.  Before  the  trade  fair,  each  firm 
is  asked  to  specify  its  goals  in  participating  in  the  event.  The  U.S.  Embassy 
makes  every  effort  to  assure  that  these  goals  are  met. 
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Certified  Trade  Fairs 


The  Commerce  Department  certifies  amiually  about  50  trade  fairs  as  good 
opportunities  for  U.S.  firms  to  promote  exports.  The  program  provides 
Commerce  Department  endorsement  and  support  for  private-sector 
recruited  and  organized  foreign  trade  shows.  U.S.  pavilions  are  frequently 
used  in  Certified  Trade  Fairs  to  enhance  the  visibility  for  U.S.  firms, 
particularly  new-to-export  and  new-to-market  firms.  Exhibitors  in  these  trade 
events  receive  support  of  the  U.S.  &  Foreign  Cotmnerdal  Service. 


Outward  Missions 


The  Gold  Key  Service 


The  Gold  Key  Service  is  a  custom-tailored  service  for  U.S.  companies 
planning  to  visit  a  country,  and  is  offered  by  a  number  of  U.S.  and  Foreign 
Commercial  Services  overseas  posts.  Services  provided  range  from  market 
research,  assistance  in  developing  market  strategies,  orientation  briefings, 
interpreters  for  meetings,  to  effective  follow-up  planning.  Contacts  with 
potential  partners  are  arranged. 

Matchmaker  Trade  Delegations 

These  missions,  organized  by  the  Department  of  Commerce,  are  intended  to 
introduce  new-to-export  or  new-to-market  businesses  to  prospective 
representatives  and  distributors  overseas.  The  missions  are  planned  and 
pre-arranged  visiting  tours  with  an  agenda  of  meetings  and  in-depth  briefings 
on  economic  and  business  matters  of  the  visited  coimtries. 

Trade  specialists  from  the  Department  of  Commerce  evaluate  the  potential 
of  a  firm's  product  in  the  target  markets,  mediate  contacts,  and  handle 
logistics. 

Trade  Missions 

Focusing  on  one  industry  or  service  sector,  a  group  of  five  to  twelve 
participating  U.S.  business  executives  is  provided  with  detailed  marketing 
information,  advanced  planning  and  publicity,  and  logistical  support. 
Meetings  with  potential  buyers,  goverrmient  officials,  and  other  important 
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contacts  are  pre-arranged.  Participants  pay  a  fee  between  $2,000  and  $5,000 
depending  on  the  locations  and  the  number  of  countries  visited. 

Certified  Trade  Missions 

This  program  supports  events  overseas  which  are  planned,  organized,  and  led 
by  federal  agencies  and  non-federal  organizations,  such  as  industry  trade 
associations,  agencies  of  state  and  local  governments,  chambers  of 
commerce,  and  various  other  agencies.  Certified  missions  offer  businesses  a 
flexible  and  adaptable  format  in  which  to  conduct  business  overseas.  The 
mission  may  include  individual  business  appointments,  as  well  as  plant  and 
factory  tours  tailored  to  each  mission  participant's  needs. 

Representatives  Abroad 

The  Multi-State  Trade  Days  Program 

This  program,  coordinated  through  state  economic  development  agencies, 
represents  a  low-cost  trade  promotion  opportunity.  The  program  typically 
assists  small  and  medium-sized  infrequent  exporters  in  conducting  sales  and 
establishing  market  representation  in  fast  growing  markets. 

In  markets  that  already  have  been  approved  by  trade  missions  and  product 
Uterature,  state-recruited  companies  appoint  a  state  representative.  This 
agent  is  provided  with  product  literature  and  other  promotion  materials,  and 
will  represent  the  companies  at  a  trade  event 

Consortia  of  American  Businesses  in  Eastern  Europe(CABEE) 

This  consortia  grant  program  is  intended  to  stimulate  two-way  trade  between 
Eastern  Europe  and  the  United  States,  and  assists  the  region  toward 
privatization.  CABEE  provides  grant  funds  to  trade  organizations  to  defray 
the  costs  of  establishing  U.S.  consortium's  offices  in  Eastern  Europe.  These 
organizations  are  now  assisting  a  vast  nimiber  of  member  firms  develop 
business  relationships  in  eastern  Einope. 

Consortia  of  American  Businesses  in  the  Newly  Independent  States 

This  program  is  the  CABEE  equivalent  for  the  Newly  Independent  States. 
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American  Business  Centers  in  the  Newly  Independent  States 

These  centers  in  areas  of  the  former  Soviet  Union  provide  American 
companies  with  services  essential  to  succeed  in  these  markets.  Five  American 
Business  Centers  will  be  located  with  US&FCS  posts  in  Vladivostok,  St. 
Petersburg,  Tashkent,  Almaty,  and  Kiev. 

Seven  centers  will  be  established  and  operated  by  non-federal  entities 
through  cooperative  agreements  with  the  Department  of  Commerce. 

The  centers  will  provide  business  development  services  including  short-term 
office  and  exhibit  space,  market  research  and  counseling,  as  well  as 
interpretation  and  translation  services.  Telecommunications  and  computer 
facilities,  and  assistance  in  arranging  contacts  is  also  provided. 

Feasibility  Studies 

The  Trade  and  Development  Agency  has  as  its  primary  mission  provision  of 
grants  for  the  funding  of  feasibility  studies,  consultancies,  orientation  visits, 
and  other  project  planning  services  for  major  projects  in  developing 
countries.  The  studies  evaluate  the  technical,  economic,  and  financial  aspects 
of  a  development  project 

The  studies  are  conducted  by  U.S.  private  sector  firms  and  represent  a  wide 
range  of  sectors  considered  high-priority  by  the  host  government.  These 
priority  sectors  include  agribusiness,  educational  technology,  electronics, 
energy,  minerals  development,  transportation,  and  waste  management. 
Feasibility  studies  assess  the  economic,  financial  and  technical  viability  of  a 
possible  project 

The  host  countries  must  hire  U.S.  firms  to  undertake  the  detailed  technical 
and  economic  feasibility  studies  of  the  proposed  projects.  Applications  for 
feasibility  studies  must  win  the  approval  of  the  host  government.  TDA's 
participation  usually  ranges  fi-om  $150,000  to  $750,000  for  public-sector 
projects. 

TDA  also  provides  U.S.  firms  with  market  information  to  assist  in  entering  a 
foreign  market 
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It  must  be  noted  that  TDA  funds  primarily  agricultural  projects,  although  the 
agricultural  sector  accounts  for  only  some  10%  of  U.S.  exports. 

Services  Of  Private  And  Semiprivate  Organizations 

U.S.  Chamber  of  Commerce 

Chambers  of  Commerce,  particularly  state  chambers,  or  chambers  located  in 
major  industrial  areas,  often  employ  international  trade  specialists  who 
compile  information  on  markets  abroad. 

Exporters'  Associations 

World  Trade  Centers,  import-export  clubs,  and  organizations  such  as  the 
Small  Business  Exporters  Association  and  the  American  Association  of 
Exporters  and  Importers  help  businesses  in  tackling  problems  with  foreign 
markets.  They  also  refer  businesses  to  appropriate  resources  or  government 
agencies. 

National  Federation  of  International  Trade  Associations 

This  association  lists  over  150  organizations  in  the  U.S.  to  help  new-to-export 
small  businesses  enter  international  markets.  Many  of  these  associations 
maintain  Ubraries  and  data  banks  and  have  established  relationships  with 
foreign  governments  to  assist  in  exporting  activities. 

Trade  Associations 

More  than  5,000  trade  and  professional  associations  currently  operate  in  the 
United  States.  Many  of  these  actively  promote  international  trade  activities 
for  their  members.  There  are  a  large  number  of  trade  associations  for  specific 
products  or  services  that  help  businesses  to  obtain  information  on  domestic 
and  foreign  markets.  Several  associations  lead  frequent  overseas  trade 
missions  and  monitor  foreign  market  developments  and  conditions  around 
the  globe. 

Data  Banks 

Various  private  companies  provide  on-Une  or  CD-ROM  data  services  that 
contain  comprehensive  information  on  export  matters.  Charges  for  this 
information  vary  according  to  user  requirements. 
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Port  Authorities 


These  authorities  offer  a  wealth  of  export  information.  Although  traditionally 
associated  with  transportation  services,  many  port  authorities  aroimd  the 
coxmtry  have  expanded  their  services  to  provide  export  training  programs  and 
foreign  marketing  research  assistance.  For  example,  the  New  York-New 
Jersey  Port  Authority  provides  extensive  services  to  exporters  such  as 
XPORT,  which  is  a  full-service  export  trading  company. 
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Conclusions  and  Recommendations 


Compared  with  U.S.  export  promotion  activities  in  the  past,  the 
achievements  of  the  U.S.  National  Export  Promotion  Strategy  have  been 
remarkable.  In  contrast  to  competitor  nations,  however,  the  United  States 
still  misses  basic  premises  that  are  needed  for  a  functional  export 
infrastructure. 

There  is  too  little  involvement  of  the  private  sector  in  the  decision  making 
process.  Instead  of  cooperative  programs  between  private  organizations, 
companies  and  the  pubhc  sector,  new  approaches  seem  to  be  totally 
governmental.  Some  programs,  therefore,  do  not  meet  exporters  needs. 
The  effectiveness  of  these  export  programs  is  not  even  reviewed. 

A  control  system  where  every  trade  specialist  is  accountable  for  the  work  he 
or  she  performs  would  not  only  result  in  more  efficient  export  assistance,  but 
would  also  save  money.  If  this  money  were  used  for  developing  new  export 
programs,  assistance  could  be  provided  to  a  larger  number  of  small  and 
mediimi-sized  exporters. 

In  many  cases,  U.S.  export  promotion  activities  favor  large  companies.  U.S. 
advocacy  is  frequently  offered  for  big  projects,  where  small  companies  are 
usually  not  involved  because  of  their  limited  manufacturing  capacity. 
Therefore,  only  large  firms  benefit  from  U.S.  government  advocacy.  Small 
and  medium-sized  companies  are  not  reached  by  many  government 
promotion  programs. 

The  U.S.  has  a  large  number  of  U.S.  small  businesses,  which  are  export-ready 
or  have  the  capacity  to  export.  However,  they  lack  the  necessary  experience 
and  expertise,  and  need  a  little  assistance  and  encouragement  lo  take  this 
step  forward.  A  program  to  provide  uniform  export  information  and 
"practical"  training  for  new-io-export  companies  would  result  in  freeing  a 
great  export  potential  of  small  and  medium-sized  exporters.  The  U.S.  has 
vastly  underutilized  its  true  international  competitiveness  potential,  .^sisting 
small  companies  to  establish  themselves  in  the  international  market  would 
translate  into  aeating  jobs  for  the  U.S.  economy,  and  long  term  economic 
security. 


93 


151 

End  Notes 

1.  1-800-USA-TRADE 

2.  TPCC,  National  Export  Strategy,  October  1994,  p.  155 

3.  Mexico,  Argentina,  and  Brazil;  the  Chinese  Economic  Area  consisting 
of  the  People's  Republic  of  China,  Taiwan  and  Hong  Kong;  India; 
Indonesia;  South  Korea;  Poland;  Turkey;  and  South  Africa 

4.  Central  and  Eastern  European  Countries  including  NIS;  Poland: 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  Baltic  States 

5.  TPCC,  National  Export  Strategy,  October  1994,  p.  20 

6.  GAO/GGD-94-81  International  Trade,  May  1994,  p.  9 

7.  GAO/GGD-94-81,  International  Trade,  May  1994,  p.  14 

a)  Actual  U.S.  market  share  of  capital  goods  exports  from 
1989  to  1991. 

b)  Represents  U.S.  exporters'  share  of  tied  aid  supported  exports  if 
they  captured  the  same  market  share  as  that  for  aU  capital  goods 
exported  to  the  regions. 

c)  "Other"  includes  tied  aid  recipients  in  Eastern  Europe,  as  well  as 
island  nations  in  the  Pacific. 

d  n.a.  in  this  case  means  not  applicable 

Source:  United  States  General  Accounting  Office,  Report  on 
International  Trade,  GAO/GGD-94-81,  May  1994,  p.  31 

8.  TPCC,  National  Export  Strategy,  October  1994,  p.  147 

9.  Ibid. 


152 


10.  Central  and  Eastern  European  Countries  including  NIS;  Poland; 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  and  the  Baltic 
States 

11.  Central  and  Eastern  European  Countries  including  NIS;  Poland; 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  and  the  Baltic 
States. 

12.  TPCC,  'Toward  a  National  Export  Strategy,"  September  1993,p.  83 

13.  Central  and  Eastern  European  countries  including  NIS;  Poland  ; 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  and  the  Baltic 
States. 

14.  Central  and  Eastern  European  Countries  including  NIS;  Poland, 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  and  the  Baltic 
States. 

15.  TPCC,  Toward  a  National  Export  Strategy,  September  1993,p  76 

16.  TPCC,  Toward  a  National  Export  Strategy,  September  1993,  p.  75 

17.  Central  and  Eastern  European  Countries  including  NIS;  Poland; 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  Baltic  States 

18.  TPCC,  Toward  a  National  Export  Strategy,  September  1993,  p.  90 

19.  Central  and  Eastern  European  Countries  including  NIS;  Poland; 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  and  the  Baltic 
States. 

20.  Overseas  Trade  Services,  Specific  Export  Help,  October  1993,  p.  10 

21.  Overseas  Trade  Services,  Overseas  Promotion,  October  1993,  p.  5 

22.  Overseas  Trade  Promotion,  Specific  Export  Help,  October  1993,  p.  22 

23.  Central  and  Eastern  European  Countries  including  NIS;  Poland; 
Former  Czechoslovakia;  Hungary;  Romania;  Bulgaria;  and  the  Baltic 
States. 


153 


Note:  The  U.S.  section  of  ejqwrt  promotion  programs  is  adapted  from 
the  Commerce  Department's  Trade  Information  Center  report:  "Where 
to  get  export  assistance,"  May  1994.  It  may  also  contain  quotations. 

24.     Technology  of  Sustainable  Future,  chapter  6,  p.  82 

a)  Tied  aid  is  deJQned  as  loans  or  grants  that  are  either  in  effect  tied  to 
procurement  of  goods  and  services  from  the  donor  country  or  that  are 
subject  to  procurement  modalities  implying  limited  geographic 
procurement  eligibility. 

b)  Partially  untied  aid  is  defined  as  loans  or  grants  that  are  in  effect 
tied  to  procurement  of  goods  and  services  from  the  donor  country  or 
from  a  restricted  number  of  countries  that  must  include  substantially 
all  developing  coxmtries. 

c)  Untied  aid  is  defined  as  loans  or  grants  that  are  freely  and  fully 
available  to  finance  procurement  from  substantially  all  developing 
countries  and  OECD  countries.  Fimds  provided  to  finance  the 
recipient's  local  costs  are  also  defined  as  untied. 

d)  All  the  total  amounts  are  reported  by  OECD  in  current  U.S. 
dollars.  However,  OECD  converted  the  statistics  for  other  nations  to 
U.S.  dollars  using  only  1990  exchange  rates.  This  conversion  makes 
exact  cross-country  and  cross-year  comparisons  problematic. 

e)  Average  is  weigted  by  countries'  shares  of  total  bilateral  aid. 

f)  For  1990,  imtied  aid  data  include  forgiveness  of  nonaid  dept 

NA=  not  available;  0  =  Nil  or  negligible  ;  Note:  Bilateral  aid 
commitments  exclude  adminisfrative  costs. 

Source:  OECD,  data  in  this  table  is  adapted  from  the  GAO's  report 
on  International  Trade  May  1994 
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APPENDIX  1 


Examples  of  U.S.  Advocacy 


Prolect 

Country-wide  Coastal  Zone  Master  Plan 

Country 

Taiwan 

Company 

CH2M  Hill  international,  Ltd. 

Contract  Value 

$1.1  million 

Type  of  Support 

U.S.  government  support  of  tfie  U.S.-Asia 
Environmental  Partnership  and  U.S. 
Environmental  Training  Institute. 

Pwiiect 

Building  and  operating  a  geothemia! 
energy  power  plant 

Countr\' 

Philippines 

Company 

California  Energy  Company,  Inc.,  and 
Ormat,  Inc. 

Contract  Value 

Approx.  $225  million 

Type  of  Support 

Financing  package  with  the  assistance  of 
Ex-lm  Bank  and  OPIC 

■■.    :.    .,'.•:■■: 

Prolect 

East  Asia  Sat^ltte  fMEASAT)             ; ;  ; 

Country 

Malaysia 

Company 

Hughes  Space  &  Communications 
Company 

Contract  Value 

Several  million  dollars 

Ancillary  Benefits 

Continued  employment  for  300  to  400  U.S. 
employees  for  two  years. 

Type  of  Support 

Assistance  at  a  critical  point  in  the 
company's  bid  by  the  Trade  and 
Development  Agency  and  other  TPCC 
members 

P«^[ect                           ^     ^'^^^^'^ff 

MecommiffifcatkHTS  mfrastrurture. 

Country 

Saudi  Arabia 

Company 

AT&T 

Contract  value 

$4  billion 

Type  of  support 

Support  from  PresWent  Clinton,  Secretary 
of  State  Christopher,  and  Commerce 
Secretary  Brown. 
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In  negotiation 


Prefect 

Amazon  Envirorenental  SurveSance  and 

Air  Traffic  Contrd  Sy^em  (SIVAM) 

Country 

Brazil 

Company 

U.S.  consortium  -  led  by  Raytheon 

Contract  value 

$1.5  billion 

Type  of  support 

Government  to  government  advocacy  in 

supporting  the  consortium's  bid  with 

letters  from  President  Clinton  and 

Secretary  Brovt^n:  meetings  with  Brazilian 

Ministers  and  SIVAM  officials  by  Secretary 

Brown,  as  weil  as  support  from  the  U.S. 

embassy  and  other  U.S.  officials. 

Source:  TPCC,  National  Export  Strategy,  October  1994,  p.  21/22 
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APPENDIX  2 

The  Tying  Status  of  six  Countries'  Bilateral  Aid,  1989-1990 

Tying  status  (percent  of  total  bilateral  aid) 

1989 


Countries 

Tied^ 

Partially 
untied" 

Untied'^ 

Total  bilateral 
aid'^  ($  in 
millions) 

Canada 

54 

44 

41 

1.691 

France 

48 

4 

48 

6.968 

Gemnany 

66 

0 

34 

4.469 

Italy 

91 

0 

9 

2,222 

Japan 

18 

4 

78 

7.602 

United  Kinqdom 

76 

0 

24 

1.659 

United  States 

45 

20 

35 

7.310 

Average' 

47 

7 

46 

1990 


Canada 

43 

18 

39 

1.628 

France* 

49 

4 

47 

8.061 

Germany 

66 

0 

34 

4.469 

Italy 

83 

0 

17 

1.976 

Japan 

15 

3 

82 

10.024 

United 
Kinqdom* 

NA 

NA 

NA 

NA 

United  States' 

23 

8 

69 

19.872 

Average* 

33 

5 

61 

91-944    95-6 


ACRONYMS 

ABCC 

AHKn 

ANAP 

BfA 

BMWi 

BOSS 

BOTB 

BP 

OBI 

CBSCs 

COG 

CEA 

CEEC 

CFCE 

CIDA 

COFACE 
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Association  of  British  Chambers  of  Commerce 

Chambers  of  Commerce  Abroad  (Germany) 

Access  North  America  Program  (Canada) 

Federal  Office  of  Trade  Information  (Germany) 

Federal  Ministry  for  Economic  Affairs  (Germany) 

Business  Opportunities  Sourcing  System  (Canada) 

British  Overseas  Trade  Board 

British  Pound 

Confederation  of  British  Industries 

Canada  Business  Service  Centers 

Canadian  Commercial  Corporation 

Canadian  Exporters'  Association 

Central  and  East  European  Countries 

French  Center  for  Foreign  Commerce 

Canadian  International  Development  Agency 

Compagnie  Francaise  d'Assurance  pour 
le  Commerce  Exterieur 


DECS 


District  Export  Councils  (U.S.) 
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DFAIT  Department  of  Foreign  Affairs  and  International 
Trade  (Canada) 

DIHT  German  Association  of  Chambers  of  Commerce 

DOC  Department  of  Commerce  (U.S.) 

DREE  Direction  des  Relation  Economiques  Exterieures 
(France) 

DTI  Department  of  Trade  and  Industry  (U.K.) 

EAITC  External  Affairs  and  International  Trade  Canada 

EBB  Economic  Bulletin  Board  (U.S.) 

EC/EU  European  Community/  European  Union 

EDO  Export  Development  Corporation  (Canada) 

EMRS  Export  Marketing  Research  Scheme  (U.K.) 

ERS  Export  Representative  Service  (U.K.) 

FBP  Foreign  Buyer  Program  (U.S.) 

FBDB  Federal  Business  Development  Bank  (Canada) 

FCO  Foreign  and  Commonwealth  Office  (U.K.) 

PITT  Inc.  Forum  for  International  Trade  Training  (Canada) 

FY  Fiscal  Year  , ., 

GATT  General  Agreement  on  Trade  and  Tariffs 

GDP  Gross  Domestic  Product 
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GNP 

IBB 

ICE 

ICP 

IDP 

lEP 

IHKn 

IMHS 

INC 

ITA 

rrcs 

JETRO 

JICA 

MDS 

MIES 

MINCOMES 

Mm 

NEBS 

NEXOS 

NEWMEX 


Gross  National  Product 

Infocenter  Bulletin  Board  (Canada) 

Italian  Institute  for  Foreign  Trade 

Canadian  International  Development  Agency 

Investment  Development  Program  (Canada) 

International  Economic  Policy  Country  Desk  Officers 

Chamber  of  Industry  and  Commerce  (Germany) 

In-Market  Help  Service  (U.K.) 

CIDA's  Industrial  Cooperation  Program  (Canada) 

International  Trade  Administration  (U.S.) 

International  Trade  Centers  (Canada) 

Japan  Extemal  Trade  Organization 

Japan  International  Cooperation  Agency 

Market  Development  Strategies  (Canada) 

Market  Information  Enquiry  Service  (U.K.) 

Ministry  of  Foreign  Trade  (Italy) 

Ministry  of  International  Trade  and  Industry  (Japan) 

New  Exporters  to  Border  States  (Canadian  program) 

New  Exporters  to  Overseas  (Canadian  program) 

New  Exporters  to  Mexico  (Canadian  program) 
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NfA 

NIS 

NPFBS 

NTDB 

OECD 

OIES 

OIMP 

OSRS 

OTS 

PAS 

PEE 

PEMD 

PEP 

SBA 

SBDC 

SBEA 

SBI 

SCORE 

SICE 

SIMIS 


(Newsletter  of  BfAl)  News  for  Foreign  Trade 

Newly  Independent  States 

New  Products  from  Britain  Service 

National  Trade  Data  Base  (U.S.) 

Organization  for  Economic  Cooperation 
and  Development 

Overseas  Investment  Enquiry  Service  (U.K.) 

Office  of  International  Major  Projects  (U.S.) 

Overseas  Status  Report  Service  (U.K.) 

Overseas  Trade  Services  (U.K.) 

Program  Arranging  Service  (U.K.) 

(France) 

Program  for  Export  Market  Development  (Canada) 

Export  Policy  Division  (U.K.) 

Small  Business  Administration  (U.S.) 

Small  Business  Development  Center  (U.S.) 

Small  Business  Exporters  Association  (U.S.) 

Small  Business  Institute 

Service  Corps  of  Retired  Executives  (U.S.) 

Foreign  Trade  Information  System  (Italy) 

Single  Internal  Market  1992  Information  Service  (U.S.) 
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SITPRO 
SMEA 
SO 
SVEX 

TCS 

TDA 

TFPS 

THE 

TIC 

TIP 

TMP 

TPCC 

U.K. 

U.S. 

USEACs 

US&FCS 

WIN  Exports 


Simpler  Trade  Procedures  Board  (U.K.) 

Small  and  Medium  Enterprise  Agency  (Japan) 

Seminar  Organization  (U.K.) 

Service  Center  for  the  Export  Development 
of  Emilia-Romagna  firms 

Trade  Commissioner  Service  (Canada) 

Trade  Development  Agency  (U.S.) 

Trade  Fair  Pamphieting  Scheme  (U.K.) 

Technical  Help  to  Exporters  (U.K.) 

Trade  Information  Center  (U.S.) 

Technology  Inflow  Program  (Canada) 

Trade  Mission  Program  (Canada) 

Trade  Promotion  Coordinating  Committee  (U.S.) 

United  Kingdom 

United  States 

U.S.  Export  Assistance  Centers 

United  States  &  Foreign  Commercial  Sendee  (U.S.) 

The  World  Information  Network  for  Exports 
(Canada) 
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The  mission  of  this  association  is  to  organize  and  activate 
into  one  effective  body  the  nation's  small  and  midsized 
exporters  and  to  increase  the  level  of  American  exporting 
through  educational,  financial  and  legislative  activities. 
SBEA  is  the  only  national  advocacy  organization  dedicated 
to  raising  the  proposition  of  exporting  for  America's 
economic  security. 
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Prefaces 


The  Small  Business  Exporters  Association,  a  non-partisan,  non-profit  trade  association  is  the 
only  national  organization  representing  the  interests  of  small  exporters.  This  study  is  the  third 
in  three  years  that  looks  at  the  U.S.  export  posture  from  different  perspectives,  overall  trade 
organization  or  infrastructure,  export  finance,  and  now  export  controls.  All  impact  on  what 
we  do  and  vAiat  it  costs  us  in  comparison  to  our  long  term  aUies  and  trading  partners. 

We  beUeve  it  is  imperative  that  the  United  States  develop  poUdes  that  do  not  set  us  apart 
from  competitor  nations  nor  impose  ineffective  unilateral  restrictions  which  put  U.S. 
producers  at  a  competitive  disadvantage.  We  are  a  dynamic  economic  powerhouse  that  needs 
world  miarket  opportunities,  not  self-imposed  impediments. 

E.  Martin  Duggan 
Executive  Director 
August,  1994 

The  intent  of  this  study  was  to  provide  a  rational  comparison  of  various  ways  of  accomplishing 
oqport  controls.  All  of  the  compared  nations  export  at  least  30%  of  their  GNP;  the  United 
States  e:^rts  10%  of  GNP.  In  some  cases  export  controls  have  been  more  effective  than 
those  in  the  US,  but  no  nation  has  effectively  precluded  proliferation.  Other  nations  provide  a 
mix  of  control  and  commerce  which  is  more  efficiently  administered  than  anything  the  US  has 
developed.  Unilateral  controls  are  neither  effective  nor  favorable  to  the  economic  well-being 
of  the  US.  The  international  community  can  design  and  implement  a  world-wide  system  of 
export  coQtrols,  with  each  nation  implementing  what  it  can  within  its  political  constraints,  and 
other  oatioiis  compensating  for  any  deficiencies,  to  the  economic  detriment  to  the  laggards. 
This  study  suggests  a  basis  of  rationality,  effectiveness,  and  commonality  niiich  could  form  the 
basis  for  sudi  a  system.  Technology  will  only  become  more  widely  distributed,  more 
beneficial,  and  more  potentially  lethal  over  time  and  no  one  naticm  has  any  real  long-tenn 
oontrol  over  it  We  can  only  hc^  that  either  all  governments  and  groups  become  benign,  or 
tbat  the  trade  cooaumity  can  develop  a  world-wide  system  d  controls,  fair  to  all  economic 
interests  and  prednsive  off  trade  only  «iiere  necessary. 

It  must  be  said  that  Carola  G^hard  (fid  this  work  largely  on  her  own,  taking  on  the  task 
whole-heartedly.  She  sm^ttoct  materials  and  advisors  beyond  SBEA  and  has  pot  together  a 
remaricable  study  wUcb  siQSests  both  context  for  pohcy  development  and  criteria  to  whidi  it, 
its  l^islative  and  r^oiatory  embodimeais,  and  its  admiaistraticn  most  be  held  accountable  to 
marnnre  the  interests,  secarity  and  economic  well  being  of  the  United  States. 

Hugo  G.  Btasd9l.  PhD 

SB£A  AutomaSw  vtsi  Regulations 

Committee  Chair 

August  1994 
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With  the  end  of  the  Cold  War,  a  major  re-evaluation  of  export  controls  of 
manufactured  goods  and  technologies  to  countries  of  the  former  East  Bloc  is 
required.  The  focus  of  such  controls  is  today  on  issues  such  as  international 
terrorism,  as  well  as  the  continuing  non-proliferation  concerns  of  the  past. 

This  study  compares  differing  European  and  US  export  control  regimes. 
Coming  just  after  the  abolishment  of  COCOM  and  amidst  the  on-going 
Congressional  review  of  US  Export  Administration  Regulations,  the  study 
seeks  to  identify  possible  changes  which  would  assist  US  exporters,  while 
continuing  to  serve  US  foreign  poUcy  and  national  security  interests.  In  the 
ever  more  competitive  world  market,  the  US  can  ill  afford  to  ignore  the 
impact  of  complex  and  burdensome  export  control  restrictions. 

For  assistance  during  preparation  of  the  study,  I  would  like  to  give  special 
thanks  to  Christine  Burton  of  MK  Technology,  who  helped  give  access  to 
important  research  materials,  and  to  Randy  Wells,  who  helped  edit  the  drafts. 

Carola  Gebhard 
August  1994 
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General  Comparison  of  Existing  Export 
Controls 

Existing  export  control  law,  licensing  and  regulations  vary  broadly  among 
Germany,  France,  the  United  Kingdom  and  the  United  States.  Even  these 
four  countries,  with  substantial  links  of  economic  and  political  cooperation 
over  the  past  50  years,  have  encountered  difficulty  in  meshing  their  different 
bureaucratic  and  legal  export  control  structures  and  practices. 

A  review  of  specific  coimtry  experience,  as  found  in  this  report,  demonstrates 
a  superficially  similar  "bureaucratic  pattern."  Country  lists,  controlled 
commodities  hsts,  general  and  individual  licenses,  etc.,  can  be  found  in  each. 
Yet  while  the  export  control  programs  share  a  thicket  of  agencies,  laws, 
regulations,  and  acronyms,  it  would  seem  that  some  setded  upon  a  more 
intelligible  or  efficient  structure  than  others. 

Each  of  the  four  countries  share  general  goals  and  purposes,  which  find 
different  structural  applications.  Perhaps  reflecting  many  years  of  poUtical 
cooperation,  the  broad  purposes  set  forth  in  the  various  implementing  laws 
are  more  or  less  the  same. 

The  main  source  of  contention  or  difference  revolves  around  the  govenmient 
handling  of  specific  regulations  to  realize  changing  pohtical  goals.    Expo- " 
control  law,  like  any  legal  norm,  is  not  aeated  on  a  single  day  or  for  s  «:     ^le 
purpose.  Rather,  it  is  the  result  of  the  interaction  over  long  periods  c.  a 
variety  of  cultiu^al,  economic,  and  political  factors. 

Administration  of  Control 

So  while  the  bm^eaucratic  structure  which  administers  export  controls  is 
similar  in  the  considered  countries,  its  implementation  is  different.  The  three 
lead  agencies  in  each  cotmtry  include  the  trade,  foreign  affairs,  and  defense 
ministries. 

Whereas  Ucensing  and  poUcymaking  remains  fairly  centralized  m  the 
European  countries  -  among  a  few  ministries  and  a  relative  handful  of 
decision  makers,  a  large  and  varying  number  of  additional  bureaucratic 
interests  can  participate  in  and  influence  US  decisions. 
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Bias  against  Exporters 


In  general,  laws  and  bureaucratic  practices  in  Europe  tend  to  favor  exporters, 
whereas  in  the  US  there  appears  to  be  a  relatively  strong  legal  and  regulatory 
bias  against  exporters.  Furthermore,  the  widely  diffused  character  of  export 
control  authority  in  the  US,  with  a  range  of  responsible  executive  agencies 
and  congressional  committees,  contrasts  with  the  more  concentrated  agencies 
and  regulations  foimd  within  European  governments. 

In  the  US,  exporting  is  a  privilege,  not  a  right,  whereas  German  law 
guarantees  the  rights  of  citizens  to  export 
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Contentious  issues  between  US  and 
European  practice 

The  extraterritorial  application  of  U.S.  export  control  law  and  regulations  is 
one  of  the  most  contentious  issues  dividing  the  US  and  Europe.  During 
recent  years  the  tendency  in  US  legislation  has  been  to  strengthen  the 
extraterritorial  scope  of  US  law.  The  compliance  of  non-US  companies  has 
been  enforced  by  making  access  to  the  US  market  dependent  on  that 
compliance. 

This  contrasts  to  common  European  practice,  where  the  issuance  of  a  license 
by  any  single  country  is  generally  accepted  by  the  others  that  the  product  is 
permissible  for  export  The  US  practice  forces  the  legal  consideration  of  US 
export  control  regulations  by  all  companies,  both  US  and  non-US,  even  when 
trading  outside  of  the  US  because  non-comphance  with  US  standards  can 
threaten  exclusion  from  the  vital  US  market. 

Under  certain  conditions,  exports  and  technology  transfers  may  be 
sanctioned  even  if  there  is  no  direct  link  between  the  deal  and  the  US  -  and 
in  spite  of  the  fact  that  the  export  was  legally  licensed  under  the  regulations 
of  other  participating  countries. 

Re-export  Licensing 

Foreign  subsidiaries  of  US  companies,  and  US-origin  goods  and  technology 
incorporated  in  foreign  manufactures,  are  subject  to  US  re-export  review  and 
licensing.  US-origin  technology  does  not  lose  US  "nationality"  and  is, 
therefore,  continuously  subject  to  US  law— even  after  passing  through  several 
overseas  transactions  and  modifications— until  it  reaches  the  final  end-user. 

The  "Nationality"  Principle 

This  "nationality"  principle  is  one  of  the  key  issues  sparking  controversy 
within  the  aUiance.  US  requirements  are  imique  among  the  Western  Allies. 
For  example,  a  European  firm  that  purchases  controlled  US-origin 
components  to  be  included  as  part  of  machinery  destined  for  eastern  Eiu"ope 
could  be  required  imder  US  regulations  to  apply  for  a  US  re-export  hcense  - 
even  after  the  firm's  government  has  hcensed  the  transaction. 
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Under  the  system  used  by  most  European  countries,  the  end-user's 
government  is  responsible  for  preventing  diversions  and  not  the  nation  that 
initially  obtained  and  retransferred  the  technology. 

The  US  view  is  that  US-origin  technology  does  not  lose  its  "nationality"  and 
that  a  paper  trail  is  necessary  to  prevent  diversion  after  numerous 
transactions. 

Foreign  Subsidiaries 

US  export  control  legislation  authorizes  restrictions  on  foreign  subsidiaries  of 
US  companies  which  are,  in  fact,  controlled  by  the  US  parent.  In  fact,  US 
licensing  rules  hold  that  overseas  companies  are  subject  to  US  jurisdiction  if 
as  few  as  25%  of  the  firm's  stockholders  are  US  citizens  with  a  controlling 
interest. 

The  legal  consequence  is  that  the  U.S.  regulations  are  "imported"  by  foreign 
countries  through  the  estabhshment  of  US  subsidiaries  or  by  US  purchase  of 
companies  in  these  coimtries.  Thus,  buying  goods  from  any  US  foreign 
subsidiaries  requires  that  buyer  also  be  aware  of  and  respect  US  export 
control  regulations. 

Denial  Orders 

From  the  US  point  of  view,  US  export  control  regulations  take  precedence 
over  conflicting  foreign  law  regulations.  Denial  orders  are  a  most  effective 
and  common  way  to  punish  foreign  firms  for  violation  of  US  export  controls. 
In  other  words,  European  companies  can  be  fined  and  blacklisted  by  the  US 
for  re-export  violations  of  US  laws  that  are  committed  outside  the  US.  The 
resulting  wariness  of  foreign  companies  toward  contracts  involving  US 
components  is  a  distinct  competitive  disadvantage  for  US  firms. 

The  allies  also  question  whether  such  rules  are  compatible  with  the  Treaty  of 
Rome.  For  example,  US  re-export  regulations  are  perceived  as  hampering 
the  firee  flow  within  the  European  Union  of  goods  containing  US-origin 
technology.  US  regulations,  therefore,  constitute  a  barrier  to  free  trade 
within  the  EU  -  the  elimination  of  such  barriers  being  a  key  goal  of  the  Rome 
Treaty. 
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According  to  German  law,  German  subsidiaries  abroad  are  nonresidents  if 
the  management  location  is  abroad.  Transactions  between  nonresidents  are 
only  subject  to  German  export  controls  if  the  goods  are  exported  from 
Germany.  If  there  is  no  such  crossfrontier  movement  of  goods,  the  German 
export  law  does  not  authorize  restrictions. 

The  law  gives  German  government  agencies  no  direct  way  to  influence  or  to 
control  the  importer  re-exports  abroad.  The  only  method  of  control  is  by 
requiring  details  about  the  importer  prior  to  issuance  of  the  export  license, 
(through  the  German  exporter)  or  by  verifying  the  Import  Certification. 
After  that,  export  sanctions  are  only  possible  against  the  exporter  and  never 
against  the  importer. 

Lack  of  Confidence 

The  difference  in  the  US  versus  the  German  practice  could  not  be  more 
significant.  US  extra-territorial  control  efforts  imply  that  the  US  does  not 
have  full  confidence  in  the  other  national  export  control  authorities.  In 
contrast,  German  practice  recognizes  that  no  single  country  can  effectively 
control  dangerous  technologies,  but  instead  must  rely  on  effective 
international  cooperation. 

Loss  of  Revenue 

The  US  Govenmient  has  imposed  imilateral  export  controls  to  meet  specific 
national  security  or  foreign  poUcy  objectives,  and  then  expected  everyone 
else  to  follow  suit  When  other  countries  have  failed  to  endorse  that  policy, 
the  US  often  forges  ahead  nonetheless— even  when  the  goods  in  question  are 
widely  available  from  non-US  sources. 

The  cost  of  expensive,  ineffective,  unilateral  US  control  efforts  has  been  the 
loss  to  US  firms  of  billions  of  dollars  in  ejq)ort  revenues  and  to  US  workers  of 
thousands  of  high  technology  jobs. 
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Complexity  of  Regulation 

US  export  regulations  comprise  over  1,500  pages,  as  compared  to  145  pages 
in  the  UK. 

Moreover,  the  US  rules  underwent  105  amendments  in  1993, 130  in  1992  and 
114  in  1991— an  average  of  more  than  two  amendments  every  week. 

Licensing 

The  complexities  of  the  US  export  control  procedure,  whether  appUed  for 
unilateral  or  multilateral  purposes,  imposes  burdens  on  US  firms  not  faced 
by  their  competitors  in  Europe. 

A  US  applicant  for  any  export  license  must  consult  the  US  regulations,  be 
familiar  with  periodic  revisions  published  in  the  Federal  Register,  and 
negotiate  a  compUcated  bureaucratic  maze  of  multiple  agencies.  Only  limited 
judicial  review  of  export  regulations  and  licensing  decisions  is  permitted, 
leaving  few  alternatives  for  a  firm  that  feels  an  export  has  been  improperly  or 
imnecessarily  blocked. 

In  this  regard,  existing  regulations  and  procedures  in  German  and  British  law 
assure  the  exporter  greater  freedom  and  leeway  then  comparable  US  law. 
For  example,  a  German  hcense  can  only  be  denied  if  there  is  clear  proof  that 
the  proposed  export  would  damage  economic  or  political  security. 

Additional  protection  is  available  to  the  German  exporter.  A  license  denial 
can  be  appealed  for  judicial  review,  an  exporter  can  petition  for 
compensation  from  damages  due  to  the  loss  of  a  hcense,  and  in  unusual 
circumstances  the  German  parliament  can  override  trade  restrictions  within 
four  months.  British  exporters  also  have  the  right  to  appeal  a  hcense  denial. 

Licensing  delays  and  uncertainties  impose  a  variety  of  costs,  that,  while 
incurred  by  all  exporters,  are  particularly  burdensome  for  medium  and  small 
businesses.  Serious  sales  losses  have  occurred  because  US  exporters  are  put 
at  a  competitive  disadvantage  by  controls  that  are  much  tougher  than  those 
enforced  by  COCOM  alhes  and  non-COCOM  exporters  of  high  technology. 
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Regulatory  delays  are  also  destroying  the  reputation  of  US  companies  as 
prompt  and  reliable  suppliers  in  an  era  of  just-in-time  delivery.  For 
high-technology  industries,  it  is  often  not  possible  to  make  prompt  delivery  of 
equipment  and  materials,  supply  the  latest  and  most  up-to-date  technology, 
fulfill  long-term  commitments  for  service  and  support,  and  collaborate  with 
customers  on  the  adaptation  and  improvement  of  technology. 

Dwindling  Markets 

Lost  sales  may  grow  if  foreign  customers  refuse  to  contract  with  US  firms 
because  of  auditing  requirements  and  the  uncertainties  associated  with  US 
re-export  regulations. 

The  end  result  is  that  distribution  networks  erode  and  future  add-on  and 
spare  parts  sales  are  lost  as  foreign  companies  de-Americanize  their  products 
and  seek  non-US  suppliers.  Large  investments  are  then  required  to  attempt 
to  re-establish  markets  after  buying  preferences  have  changed. 
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Suggestions  for  Strengthening  US  and 
International  Control  Efforts 

Clarify  and  simplify  US  export  control  regulations  and  organization 

The  creation  of  a  single  licensing  authority,  with  a  single  user-friendly  source 
of  US  regulation  requirements,  would  mitigate  a  major  burden  for  small  and 
mid-sized  exporters.  Such  a  reorganization  would  help  to  make  the  export 
process  more  transparent  and  timely  to  industry. 

Just  as  important,  the  control  lists  should  be  kept  up-to-date  with  the  rapid 
pace  of  technology.  One  possibility  is  indexing,  which  must  be  based  on 
clearly  defined  standards  in  order  to  be  effective.  These  standards  should  be 
developed  in  collaboration  with  industry  and  revised  at  least  annually.  Once  a 
product  is  decontrolled,  all  the  associated  technology  for  manufacture  of  that 
product  should  also  be  decontrolled. 

De-ennphasize  unilateral  controls 

Export  controls  is  only  effective  with  multilateral  cooperation.  In  the  past, 
commodities  restricted  by  US  export  controls  have  often  been  widely 
available  in  other  countries.  Commodities  and  technologies  should  be 
decontrolled  as  soon  as  they  become  available  from  foreign  sources.  For  this 
reason,  the  already  existing  Office  of  Foreign  Availability  should  be  given 
more  authority  to  expedite  this  process. 

One  proposal  currently  before  Congress,  sponsored  by  Representative 
Gejdenson  of  Coimecticut,  would  make  it  more  difficult  for  the 
Administration  to  impose  controls  and  would  require  the  expiration  of 
prohibitions  after  six  months,  unless  specifically  extended  by  Congress. 

Elimination  of  re-export  controls 

As  demonstrated  above,  re-export  controls  are  one  major  competitive  burden 
for  US  exporters.  The  current  restructuring  of  the  Coordinating  Committee 
on  Multilateral  Export  Controls  (COCOM)  may  be  just  the  chance  to 
formulate  US  export  controls  policy  to  better  rely  on  a  new,  stronger 
multilateral  agreement. 
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The  new  multilateral  regime  will  focus  on  countries  such  as  Libya,  Iran,  Iraq 
and  North  Korea,  and  on  weapons  of  mass  destruction  and  their  missile 
delivery  systems.  The  agreement  as  currently  discussed  will  have  a  completely 
different  purpose  than  COCOM,  and  thus  another  dual-use  multilateral 
understanding  may  be  required.  The  immediate  impact  on  US  exporters  will 
be  small  because  existing  restrictions  on  exports  to  affected  countries  are 
already  quite  severe. 

Toward  a  more  effective  international  export  control  regime 

The  key  elements  necessary  to  ensure  an  operational  and  effective 
international  system  would  include: 

common  list  of  dual-use  goods  and  technologies; 

>  common  list  of  destinations; 

common  criteria  for  the  issuing  of  licenses  for  export; 

forum  or  mechanism  in  which  to  coordinate  Ucensing  and 
enforcement  policies  and  procedures;  and 

>  explicit  procedures  for  administrative  cooperation  between 
Customs  and  Licensing  officials. 

For  this  purpose,  it  would  be  necessary  to  strengthen  the  member  states 
control  systems  and  to  establish  an  information  system  between  the  member 
states  so  that  they  can  have  greater  confidence  in  each  others'  compliance. 

Ideally,  no  licenses,  support  docimients,  assurance  letters,  or  other  written 
commitments  would  be  required  for  the  export  of  a  restricted  product  or 
technology  (or  for  their  re-export)  within  the  group  of  signatory  countries  to 
the  new  multilateral  control  regime. 

Export  controls  that  are  multilateral  and  administered  similarly  by  all 
supplier  states  are  the  best  means  to  achieve  shared  international  objectives. 
An  effective  and  efficient  export  control  policy  is  an  important  part  of  both 
national  and  international  security,  and  can  simultaneously  achieve  the 
foreign  policy  aims  of  both  the  US  and  its  allies. 
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By  dismantling  unilateral  relics  of  Cold  War  policy,  the  US  can  move  to 
reinvent  government  in  the  export  control  area.  While  it  is  hard  to  find  a 
balance  among  economic,  national  security  and  foreign  pohcy  interests,  a  new 
approach  to  export  controls  is  in  the  overall  US  national  interest 

Now  is  the  right  moment  to  create  a  new,  common  and  effective  system  of 
export  controls. 
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Specific  Country  Comparisons:  Germany 
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Rationale  and  Legal  Basis 


The  German  export  trade  law  is  based  on  the  principle  of  freedom  of  foreign 
trade,  but  restrictions  are  based  on  one  of  the  following  criteria: 

>  to  guarantee  the  security  of  the  Federal  Republic  of  Germany 
(FRG), 

>  to  prevent  a  disturbance  of  the  ability  of  nations  to  live  together 
peaceably,  or 

>  to  prevent  the  foreign  affairs  relations  of  the  FRG  will  be 
considerably  disturbed. 

The  legal  basis  of  German  export  controls 

The  following  form  the  basis  of  export  control: 

The  Foreign  Trade  Law  ("Aussenwirtschaftsgesetz",  or  AWG), 

>  the  Foreign  Trade  Ordinance  ("Aussenwirtschaftsverordnung",  or 
AWV), 

>  the  War  Weapons  Control  Act  ("Kriegswaffenkontrollgesetz",  or 
KWKG), 

>  War  Weapons  List  ("Kriegswaffenliste",  or  KWL), 

>  and  the  Export  List  ("Ausfuhrliste",  or  AL) 

Foreign  Trade  Law  (AWG) 

This  is  the  framework  law  for  German  export  restrictions.  Specific 
prohibitions  and  hcense  requirements  are  regulated  in  the  AWG.  These 
regulations  make  possible  the  export  control  of  defense  materials,  goods  and 
dual-use  technologies  to  sensitive  countries.  Embargoes  based  on  current 
policies  of  the  European  Union  (EU)  are  included,  as  well  as  resolutions  of 
the  United  Nations  (UN)  which  have  been  adopted  by  the  EU. 
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Foreign  Trade  Ordinance  (AWV) 


The  AWV  consists  of  the  regulations  for  the  implementation  of  the  Foreign 
Trade  Law.  It  lays  down  which  goods,  technologies,  software  and  services  are 
subject  to  export  restrictions.  As  a  rule,  the  exporter  then  refers  to  the  Export 
List  ("Ausfuhrliste,"  or  AL)  and  also,  to  a  certain  extent,  to  specific  Country 
Lists. 

War  Weapons  Control  Law  (KWKG) 

In  connection  with  the  export  of  weapons  and  armaments,  the  War  Weapons 
Control  Law  plays  a  significant  role.  The  KWKG  essentially  controls  the 
production,  transportation,  and  trade  of  war  weapons.  The  War  Weapons  List 
(KWL)  defines  war  weapons  and  is  included  in  the  law  as  an  aimex. 
Transport  of  such  war  weapons  in  the  case  of  export  is  subject  to  approval 
under  section  three  of  the  KWKG.  In  contrast  to  the  hberal  Foreign  Trade 
Law,  war  weapons  control  is  governed  by  the  principle  of  prohibition  with  the 
reservation  of  the  right  to  issue  a  license.  The  KWKG  is  not  directly  part  of 
foreign  trade  legislation,  but  is  always  to  be  applied  parallel  to  f  )reign  trade 
laws  when  dealing  with  the  export  of  war  weapons. 

Export  Ust  ( AL) 

The  AL  is  an  annex  to  the  Foreign  Trade  Regulations.  It  lists  goods  and 
technologies  which  are  subject  to  export  licensing  pursuant  to  the  provisions 
of  the  AWV.  Restrictions  for  other  areas  of  trade  (transhipment,  transit 
trade)  and  for  some  services  also  refer  to  the  goods  listed  in  the  AL.  In 
certain  cases,  however,  further  restrictions  in  foreign  trade  are  in  effect 
relating  to  goods  not  covered  by  the  AL. 

The  list  consists  of  two  parts,  only  the  first  of  which  is  relevant  for  exporters. 
All  goods  mentioned  in  Part  I  of  the  AL  need  a  license  to  be  exported.  This 
is  absolutely  required  for  export  to  all  countries,  even  to  non-sensitive 
countries  or  for  temporary  export. 

In  practice,  most  export  restrictions  are  based  on  what  is  being  exported,  and 
not  on  who  it  is  being  exported  to. 
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Part  I  of  the  Export  List  (AL)  consists  of  the  following  five  sections: 

Section  A:  Weapons,  munitions,  defense  materials  list  (e.g.  pistols,  tanks, 

tools  for  the  manufacture  of  grenades,  etc.); 

Section  B:  Nuclear  energy  list  (e.g.  Plutonium,  nuclear  reactors,  flammable 

items,  etc.); 

Section  C:  Dual-use  list,  including  all  goods,  software  and  technologies 

with  strategic  importance  or  a  so-called  dual-use  (e.g.  computers, 
airplanes,  radio  sets,  lasers,  etc.); 

Section  D:  List  for  chemical  plants  and  chemicals;  and 

Section  E:  List  for  plants  which  produce  biological  substances. 

Sections  A  through  C  correspond  (in  principle)  to  the  former  COCOM 
International  Lists,  and  are  regularly  updated  to  include  changes  in  the 
International  Lists.  The  only  exceptions  are  additional  items  added  for 
specific  national  reasons. 

Sections  D  and  E,  on  the  other  hand,  are  based  primarily  on  national 
regulations,  which  in  turn  reflect  restrictions  within  other  international 
control  systems  (such  as  the  Australian  Initiative). 
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Licensing 


Country  Lists 

The  requirements  or  conditions  under  which  a  license  can  be  issued  are 
guided  by  considerations  of  the  country  to  which  the  goods  are  to  be  exported 
and  their  end-use. 

Table.  Germany—Cumulative  percentage  of  export  license  applications 

granted,  by  week,  in  the  first  six  months  of  1993  according  to  country  list  of 

7 
consignee. 


Aii  Countries 

OECD 
Countries 

Country  List  H 

Country  List  C 

1  week 

52% 

77% 

15% 

17% 

2  weeks 

68% 

87% 

33% 

46% 

3  weeks 

76% 

91% 

46% 

60% 

4  weeks 

81% 

94% 

55% 

69% 

8  weeks 

89% 

97% 

71% 

79% 

Country  List  A/B:  This  list  comprises  the  so-called  "free-world"  countries. 
Amendments  bring  this  list  into  line  with  changes  in  political  relations  and 
into  accordance  with  COCOM  resolutions. 

Country  List  C:  Originally  the  list  of  East  Block  states,  list  C  today  includes 
both  Communist  regimes  and  many  successor  states.  These  countries  include 
Albania,  Armenia,  Azerbaijan,  Belarus,  Bulgaria,  China,  Cuba,  the  Czech 
Republic,  Estonia,  Georgia,  Kazakhstan,  Kirgiztan,  Latvia,  Lithuania, 
Moldavia,  MongoUa,  North  Korea,  Poland,  Romania,  Russia,  Tadzhikistan, 
Turkmenistan,  Ukraine,  Uzbekistan,  and  Vietnam. 

Country  List  D:  Comprises  all  purchasing  coimtries  which  issue 
International  Import  Certification.  These  countries  include  all  EU  members, 
Australia,  Finland,  Hong  Kong,  Japan,  Canada,  Norway,  Austria,  Sweden, 
Switzerland,  Singapore,  Turkey,  Hungary,  and  the  U.S. 
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Country  List  E:  Enumerates  countries  which  issue  transhipment 
authorization  certificates  within  the  framework  of  the  organization  of 
COCOM  regulations. 

Country  List  H:  At  present,  Hst  H  includes  33  especially  sensitive  countries 
with  specific  types  of  goods  controls.  There  are  many  reasons  for  the 
inclusion  of  states  into  country  list  H.  These  countries  include  Afghanistan, 
Albania,  Algeria,  Angola,  Brazil,  Bulgaria,  Cambodia,  China,  Cuba,  Egypt, 
India,  Iran,  Iraq,  Israel,  Jordan,  Qatar,  Kuwait,  Lebanon,  Libya,  Mauritania, 
Mozambique,  Myanmar,  North  Korea,  Pakistan,  South  Africa,  Romania, 
Saudi  Arabia,  Somalia,  Syria,  Taiwan,  Vietnam,  Yemen,  Yugoslavia 
(including  the  national  territory  of  the  State  of  Yugoslavia  as  of  22  December 
1991). 

Country  List  I:  This  list  contains  nine  countries  which  did  not  enter  the 
Nuclear  Non-Proliferation  Treaty.  The  goods  listed  in  the  Nuclear  List  of  the 
AL  is  subject  to  strict  export  controls  to  these  countries:  Chile,  Djibouti, 
Guyana,  Cameroon,  Niger,  Oman,  Tanzania,  United  Arab  Republic, 
Vanuatu. 

Country  lists  A/B  and  C  are  Annexes  to  the  AWG,  country  list  D,  E,  H  and  I 
are  Annexes  to  the  AWV. 

Licensing  authority 

The  sole  responsibility  for  the  application,  processing,  approval  and  final 
deUvery  verification  of  controlled  goods  rests  with  the  Federal  Export  Office 
("Bundesausfuhramt",  or  BAFA).  Depending  on  the  quantity  and  type  of 
goods  and  the  coimtry  of  destination,  the  BAFA  will  either  rule  on  each 
license  application  itself  or  call  in  the  Federal  Ministry  of  the  Economy 
("Bundesministerium  fuer  Wirtschaft",  or  BMWI)  and  the  Foreign 

Q 

Department  ("Auswaertiges  Amt",  or  AA). 

General  regulations 

An  export  license  is  necessary  for  all  goods  listed  in  Part  I  of  the  AL.  This  is 
absolutely  required  for  expori  to  all  countries,  including  exports  to 
non-sensitive  coimtries.  An  export  license  will  also  be  required  if  even  an 
essential  part  of  the  exported  item  is  mentioned  in  Part  I  of  the  AL. 
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The  license  requirement  also  applies  to  temporary  exports  (i.e.  for  trade  fairs, 
demonstration  purposes  or  measuring  and  testing  equipment  for  repair  and 
service)  and  to  software  and  manufacturing  documents  for  those  goods 
specified  in  the  AL. 

Some  of  the  goods  included  in  Section  A  are  subject  to  additional  license 
requirements  under  the  War  Weapons  Control  Act  (KWKG)  which  is  the 
responsibility  of  the  Department  of  Commerce.  The  export  of  nuclear 
flammable  items  is  subjected  to  further  regulations  of  the  Atom  Act  ("Atom 
Gesetz",  or  AtG). 

For  the  export  of  goods  mentioned  in  Sections  D  and  E  of  the  AL,  licenses 
are  not  required  if  the  purchase  and  destination  countries  are  members  of 
the  OECD. 

There  are  also  two  instances  of  a  license  requirement  for  goods  not 
mentioned  in  the  AL: 

1)  U  the  exported  goods  will  be  used  in  the  proliferation  area,  and  the 
country  of  destination  is  listed  on  Country  List  H,  and  the  exporter  has 
knowledge  of  this  situation. 

2)  K  the  exported  goods  will  be  used  in  the  nuclear  area,  and  the  country  of 
destination  is  either  Algeria,  India,  Iran,  Iraq,  Israel,  Jordan,  libya.  North 
Korea,  Pakistan,  the   Republic  of  South  Africa,  Syria  or  Taiwan,  and  the 
exporter  has  knowledge  of  this  situation. 

Special  regulations  for  specific  countries 

Based  on  UN  Resolutions  and  EU  Ordinances,  there  are  total  and  partial 
Trade  Embargoes  for  the  following  countries: 

>  Iraq 

>  Serbia/Montenegro 
Libya 

>  former  Yugoslavia  and  Syria 
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The  Single  European  Market  (SEM)  and  German  export  controls 

The  existing  license  requirements  for  the  export  of  goods  listed  in  Part  I 
Sections  A,  B,  C,  D  and  E  of  the  AL  were  not  affected  by  the  implementation 
of  the  Single  European  Market  on  January  1,  1993.  They  remain  in  full  effect 
at  least  for  a  transitional  period  until  the  much-discussed  harmonization  of 
EU  regulations  comes  into  force. 

However,  there  have  been  a  number  of  procedural  changes  as  a  result  of  the 
implementation  of  the  Single  European  Market.  International  Import 
Certificates  (IC)  and  Delivery  Verification  Certificates  (DVC)  are  no  longer 
required  for  the  export  of  goods  listed  in  Part  I  Section  C  of  the  AL  to  other 
EU  Member  States.  (See  below  General  Licenses  GIC  and  EGG.) 


Types  of  Export  Licenses 

Individual  export  license  (EAG) 

The  basic  form  of  an  export  license  is  an  individual  export  Ucense 
("Einzelausfuhrgenehmigung",  or  EAG).  With  an  EAG,  the  delivery  of  one 
or  several  commodities  based  on  one  order  from  one  consignee  to  one 
consignee  country  is  authorized. 

Collective  export  license  (SAG) 

The  collective  export  license  ("Sammelausfuhrgenehmigung",  or  SAG)  is  also 
referred  to  as  a  Distribution  License.  With  an  SAG,  deliveries  of  various 
commodities  listed  in  Part  I  Section  C  of  the  AL  are  authorized  without 
quantity  limit  to  many  consignees. 

The  minimum  requirement  for  receiving  an  SAG  is  that  the  exporter  must 
have  applied  for  at  least  50  individual  export  licenses  in  the  previous  year. 
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Prior  to  application,  an  informal  preliminary  inquiry  to  the  B AFA  must  be 
made.  The  applicant  will  be  asked  to  provide  information  on  the  planned 
export-  These  details  will  include: 

>  the  applicant's  customs  number; 

>  the  commodities  to  be  delivered 

>  the  consignee  countries 

>  who  is  responsible  for  export  and 

>  how  export  control  will  be  handled  within  the  company's  structure. 

The  reliability  of  the  applicant  has  to  be  proven  during  the  preliminary 
inquiry.  Following  a  positive  response,  the  exporter  may  proceed  with  a 
formal  application  for  the  SAG. 

The  required  documentation  wdll  include  a  private  certification  for 
presentation  to  German  Export  Control  Authorities 
("Endverbleibserklaerung",  or  EVE).  This  is  a  declaration  of  the  orderer  in 
the  country  of  destination,  basically  similar  to  an  International  Import 
Certificate. 

Once  issued,  the  SAG's  period  of  validity  is  two  years  and  may  be  extended 
twice,  each  time  by  two  years.  Documentation  of  exports,  consignees  and 
value  may  be  required  every  six  months. 

Maximum  Amount  license  (HBG) 

The  Maximum  Amount  license  ("Hoechstbetragsgenehmigung",  or  HBG), 
also  called  a  Bulk  License,  is  a  special  form  of  an  individual  export  license. 

With  this  license,  deliveries  based  on  multiple  orders  for  one  customer  up  to 
a  certain  amount  (e.g.  one  year's  turnover,  or  an  estimated  annual  demand) 
are  authorized. 
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General  Licenses 


Use  of  a  general  license,  if  applicable,  supersedes  the  need  for  the  above 
individual  licenses.  The  most  important  general  license  is  the  General 
License  for  Intra-European  Trade  (Allgemeine  Genehmigung  fuer  den 
Intra-Europaeischen  Handel",  or  EGG),  used  for  trade  within  the  EU. 

Countries:  all  countries  of  the  EU 

Commodities:     with  exceptions,  all  goods  of  Part  I  Sections  B  and  C  of  the  AL 

Procedure:  announcement  of  the  intent  to  use  EGG  by  no  later  than  14  days 

before  the  first  export 

Conditions:         1)  the  trade  documents  must  clearly  indicate  to  the  customer 
that  the  export  good  is  controlled,  and  2)  all  documents 
(e.g.  goods  order,  invoice)  must  be  kept  on  file,  but  notification 
is  not  required . 

The  Intra-COCOM  License  ("Allgemeine  Genehmigung  fuer  den 
Intra-COCOM  Hander'.or  GIC)  is  the  general  license  used  for  exports  to  the 
former  COCOM  countries  and  others  on  par  with  it 

In  practice,  the  Intra-COCOM  License  (GIC)  is  very  important,  because 
more  countries  take  part  in  comparison  with  the  EGG.  Nevertheless,  fewer 
goods  are  involved  and  the  exports  must  be  documented  to  the  Federal 
Export  Office  every  three  months. 

Coimtries:  EU-countries,  Australia,  Finland,  Japan,  Canada,  Norway,  Austria, 

Sweden,  Switzerland,the  U.S. 

Commodities:     with  exceptions,  all  goods  in  Part  I  Section  C  of  the  AL 

Procedure:  announcement  of  the  intent  to  use  GIC  by  no  later  than  14  days 

before  first  export 

Conditions:         the  same  as  EGG,  but  in  addition  documentation  every  three 
months  of  all  exports  handled  with  GIC 


20 


193 

Application  Process 


Application  form 


If  a  license  is  required  for  the  intended  export,  the  exporter  must  apply  by 
submitting  an  official  application  form  to  the  BAFA.  The  BAFA  processes 
the  incoming  application  forms  in  the  order  in  which  they  are  received. 
Errors  on  the  application  form  can  lead  to  costly  delays,  or  even  to  rejection 
of  the  application.  Detailed  technical  data  must  be  included. 

Customs  number 

The  exporter  must  include  their  customs  number  on  the  application,  in  order 
to  clearly  identify  the  company. 

Responsible  party's  signature 

All  appUcations  concerning  goods  mentioned  in  Part  I  Sections  A,  B,  D  and  E 
in  the  AL  must  be  signed  by  the  person  responsible  for  the  export.  For 
applications  concerning  goods  mentioned  in  Part  I  Section  C,  a  signamre  is 
only  required  if  the  destination  is  one  of  the  countries  mentioned  in  Country 
listH. 

The  exporter's  responsible  person  must  be  a  member  of  the  managing  board 
or  management,  and  must  be  nominated  to  the  BAFA.  The  responsible 
person  asstunes  complete  responsibility  on  behalf  of  his  company  for 
compliance  with  export  control  regulations  and  for  the  correct  completion  of 
application  forms. 

Special  Obligations 

Participation  in  foreign  trade  involves  special  obligations  for  the  exporter.  In 
due  time  prior  to  export,  the  exporter  must  determine  whether  a  Ucense  is 
required. 

Prior  to  every  subsequent  export  transaction,  they  must  also  check  whether 
the  legal  simation  has  changed.  For  example,  exporters  must  always  be 
aware  that  goods  originally  not  previously  controlled  could  require  a  license 
in  the  future. 
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Other  Documents 

International  Import  Certificate  (IC) 

In  general,  for  all  exports  of  goods  mentioned  in  Part  I  Sections  A,  B  and  C  in 
the  AL  it  is  necessary  to  present  an  IC.  The  exporter  gets  the  IC  from  his 
foreign  purchaser,  who  has  to  apply  for  the  IC  from  his  country's  responsible 
import  agency.  With  the  IC,  the  import  country  confirms  that  the  importer 
agrees  to  import  the  controlled  good  and  not  to  re-export  it  without  the 
import  coimtry's  permissioiL 

The  presentation  of  an  IC  is  not  necessary  in  the  following  instances: 

>  for  exports  of  goods  mentioned  in  Part  I  Sections  B  and  C 
in  the  AL  to  EU-member-coimtries; 

>  if  the  value  of  the  goods  does  not  exceed  either  DM10.000  for 
Section  A  and  Section  B  goods,  or  DM2Q.000  for  Section  C  goods; 

>  for  temporary  exports;  or 

>  for  state-orders. 

Delivery  Verification  Certificate  (DV) 

In  some  cases,  a  DV  also  has  to  be  presented  by  the  exporter.  The  DV  is  a 
confirmation  that  the  good  was  actually  imported  and  that  it  is  subject  to  the 
import  country's  export  control  regulations. 

Normally  the  DV  has  to  be  presented  if  the  Section  A  and  Section  B  goods' 
value  exceed  DM20.000  and  if  the  Section  C  goods'  value  exceeds  DM50.000. 
For  exporters  with  a  distribution  license,  DVs  are  not  required. 
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Goods-related  Negative-Certificate  and  NB  Goods  Catalogue 

Sometimes  the  customs-agency  requires  proof  that  a  certain  good  is  not 
mentioned  in  the  AL.  In  this  case,  you  have  to  apply  for  a  negative  certificate 
to  the  BAFA  with  detailed  information  about  the  product. 

The  NB  Goods  Catalogue  contains  a  summary  of  the  goods  in  the  electrical 
engineering/electronics  field  which  the  BAFA  has  classified  after  a  technical 
check  as  exempt  from  export  licensing. 

This  is  an  aimual  indication  list  which  is  updated  and  re-pubUshed  each  year. 
As  a  rule,  a  negative  certificate  is  no  longer  required  when  exporting  goods 
appear  in  the  NB  Goods  Catalogue. 

Rnes 

Violations  of  the  export  regulations  can  be  pimished  by  monetary  fines  up  to 
one  million  DM  and  by  prison  terms  up  to  ten  years. 
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Specific  Country  Comparisons:  France 
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Rationale  and  Legal  Basis 


The  French  export  control  law  exists  to  protect  national  security  and  to  cany 
out  foreign  policy. 

The  legal  basis  of  French  export  controls 

The  legal  basis  of  French  export  controls  are  the: 

>     November  30, 1944,  Decree  (Principle  of  General  Import-Export 
Control)  and  the 

April  18,  1939,  Law  Decree  (Export  Control  of  Weaponry  and 
Other  Comparable  Goods). 

The  End  Use  Control  procedure  has  been  specified  in  two  Ministerial 
Orders,  issued  January  30, 1967,  and  amended  on  January  13, 1986.     On 
December  31, 1992,  the  Law  Number  92-1477  was  issued,  deahng  with  the 
starting  up  of  the  EC  Single  Market.  It  is  the  first  French  law  specifically 
referring  to  dual-use  goods. 

Lists  of  goods  subject  to  export  controls 

In  France,  there  are  six  lists  of  controlled  commodities  and  technologies: 


weaponry, 

atomic  energy  minerals,  materials  and  big  nuclear  facilities, 

some  ballistic  related  materials, 

dual-use  chemical  items,  equipment  and  technology, 

dual-use  biological  items,  equipment  and  technology,  and 

Industrial  List  (known  as  the  "Core  List")  for  French  participation 
in  the  former  COCOM  regime. 
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Licensing 

Country  Lists 

Group  one  countries:  Group  one  countries  are  all  COCOM  member 

countries. 

Group  two  countries:  These  countries  are  the  "cooperating  countries"  under 
COCOM,  which  include  Austria,  Czechoslovakia,  Finland,  Hong  Kong, 
Himgary,  Ireland,  Singapore,  Sweden  and  Switzerland. 

Group  three  countries:  The  group  three  comprises  all  other  countries  that 
do  not  belong  to  either  group  one  or  two. 

Group  A:  All  EU  member  countries  are  included  in  this  group. 

Group  B:  Australia,  Austria,  Canada,  Finland,  Japan,  Norway,  Sweden, 
Switzerland  and  the  US  form  this  group. 

Group  C:  This  group  comprises  all  other  countries. 

Licensing  authority 

The  "Service  des  Autorisations  Financieres  et  Commergiales"  (SAFICO)  in 
the  Customs  and  Excise  Department,  Ministry  of  Finance,  is  responsible  for 
export  Ucense  apphcations. 

Export  licenses  are  issued  by  the  SAFICO  after  the  apphcations  are  passed 
on  to  other  concemed  ministries  for  technical  assessment,  when  necessary. 
The  following  ministries  may  be  involved  in  the  apphcation  process: 

Ministry  of  Foreign  Affairs 
Ministry  of  Industry 
Ministry  of  Defence 
Ministry  of  Finance 
Ministry  of  Foreign  Trade 
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General  Regulations 

For  all  commodities  and  associated  technologies  mentioned  in  one  of  the  six 
French  export  lists,  an  export  hcense  will  be  required.  Exceptions  exist  for 
French  overseas  administrative  divisions  and  territories. 

A  license  is  necessary  for  single  export,  temporary  export  and  re-export.  An 
International  Import  Certificate  (IC)  and  a  Delivery  Verification  Certificate 
(DV)  will  be  required  for  most  license  applications. 

Concerning  export  of  controlled  goods  to  group  one  and  group  two  coimtries, 
an  IC  and  a  DV  are  both  required  for  an  individual  export  license. 

In  general,  export  to  group  three  countries,  a  "putting  into  consumption 
certificate  can  be  required  from  the  consignee  to  allow  its  supplier  to  get  an 
export  hcense  Form  02.  No  formalism  is  required  for  this  certificate." 

Special  Regulations 

Based  on  UN  Resolutions  and  EU  Ordinances,  there  are  total  and  partial 
trade  embargoes  for  the  following  coimtries: 

Serbia/Montenegro 

Croatia 

Bosnia-Herzegovina 

Libya 

Haiti 


Types  of  Export  Licenses 

Individual  Export  License  02 

An  Individual  Export  License  is  to  be  used  for  specified  goods  or 
technologies  based  on  one  order  to  one  specified  consignee. 
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Distribution  License  (LIDIS) 

An  LDDIS  can  be  used  for  exports  based  on  multiple  orders  for  one  customer. 
There  are  no  restrictions  concerning  quantity,  value,  frequency  of  shipment, 
or  cotmtry  of  destination. 

LIDIS  are  granted  on  a  case  by  case  base.  However  some  requirements  exist 
for  their  issuance: 

>  regular  export  must  exist  between  the  French  company  and  its 
foreign  consignee; 

»     an  Internal  Control  Program  (ICP)  must  be  set  up. 

The  ICP  must  include: 

»     an  internal  verification  procedure  of  the  kinds  of  commodities  to 
be  exported 

>  a  regularly  updated  list  of  people  responsible  for  end-use  control 
procedures 

>  an  internal  audit  program  to  check  the  internal  control  procedures 

>  a  training  program  for  the  employees  handling  LIDIS  shipments 
»     a  special  records  system  to  document  LIDIS  operations 


The  LEDIS's  period  of  validity  is  two  years,  and  can  be  extended.  IC  and  DV 
may  also  be  required,  but  not  for  exports  to  COCOM  member  countries. 
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General  Export  License  G1 

Countries:  COCOM  member  countries,  Ireland,  Austria,  Finland, 

Sweden  and  Switzerland 

Commodities:     goods  and  technologies  listed  in  Industrial  List,  with  some 
exceptions 

Procedure:  application  with  form  02,  and  written  commitment  of  the 

exporter  to  submit  to  "Gl-license"  delivery  requirements 

Conditions:         trade  documents  must  mention  (in  French)  that  the  Gl-license 
is  in  use,  with  a  warning  note  on  the  invoice  that  the  export 
goods  are  controlled 

The  period  of  validity  of  a  Gl-license  is  one  year,  and  can  renewed  tacitly. 
With  this  license,  exports  can  be  handled  with  no  limitation  on  amount. 

There  are  no  internal  control  or  IC/DV  requirements,  but  an  exporter  should 
not  apply  for  a  this  license  if  the  good  may  be  re-exported  to  another  country 
than  involved. 

General  Export  License  S 

Countries:  all  cotmtries  which  have  signed  the  Schengen  agreement, 

including  Belgium,  France,  Germany,  Italy,  Luxembourg, 
the  Netherlands,  Portugal  and  Spain 

Commodities:     goods  and  technologies  listed  on  the  Industrial  List,  with 
exceptions 

Procedure:  application  with  Form  02  and  a  written  commitment  by  the 

exporter  to  submit  to  "S-Iicense"  delivery  requirements 

Conditions:         trade  documents  must  mention  (in  French)  that  S-Iicense  is  in 
use,  with  a  warning  note  on  the  invoice  that  the  export  goods 
are  controlled,  while  all  documents  must  be  kept  on  file  for 
three  years 
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The  period  of  validity  of  a  S-license  is  one  year  and  is  renewed  tacitly.  There 
are  no  internal  controls  or  IC/DV  required,  but  an  exporter  should  not  apply 
for  a  S-license  if  the  goods  could  be  re-exported  to  another  country  than  the 
original  ones  involved. 

License  CH1 

Countries:  country  group  A 

Commodities:     dual-use  chemical  items,  related  facilities  and  technologies 

Procedure:  written  commitment  of  the  exporter 

Conditions:         documentation  to  the  SAFICO  every  three  months  of  all 
exports  handled  with  CHI. 

License  CH2 

Countries:  coimtry  group  B 

Commodities:     same  as  for  CHI 

Procedure:  goods  and  clients  matrix  must  be  on  file  with  the  apphcation 

License  CHS 

Cotmtries:  country  group  C 

Commodities:     same  as  for  CHI 

Procedure:  End-Use  Certificate  from  the  consignee,  order  form  and 

Pro-Forma  Invoice  are  requested  with  application,  and  a 
D V  is  required  afterward. 
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Licenses  B1,  B2  and  B3 

These  licenses  are  issued  for  exporting  dual-use  biological  items,  related 
facilities  and  technologies.  The  requirements  follow  the  same  procedure  as 
for  licenses  CHI,  CH2  and  CH3,  while  the  country  groups  are  identical.  For 
these  items,  two  more  lists  were  created: 

biological  items  subject  to  prior  export  authorization 
>      biological  items  which  only  need  to  be  declared 


Application  Process 

All  applications  are  made  on  the  SAFICO  Form  02. 


Fines 

The  enforcement  of  French  export  controls  is  mainly  the  responsibility  of  the 
Customs  and  Excise  Department,  supervised  by  the  Ministry  of  Finance.  The 
legal  basis  is  the  Customs  Code. 

Penalty  for  violations  of  the  law  may  be  punished  by  a  fine  of  one  to  three 
times  the  value  of  the  commodities,  the  seizure  of  the  commodities,  and  up  to 
three  years  of  imprisomnent 
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Specific  Country  Comparisons:  United 
Kingdom 
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Rationale  and  Legal  Basis 


The  United  Kingdom  controls  exports: 

>  for  national  security,  foreign  policy  and  non-proliferation, 

>  to  protect  the  national  heritage 

>  and  to  comply  with  EC  requirements. 

The  legal  basis  of  UK  export  controls 

The  legal  basis  of  UK  export  controls  is  the  Export  of  Goods  (Control)  Order 
(abbreviated  EG(C)O). 

List  of  controlled  goods 

The  EG(C)0  includes  a  list  of  controlled  goods,  divided  into  three  parts: 

PART  I:  lists  goods  specified  by  reference  to  their  tariff  headings 

(certain  Uve  animals  and  bovine  offal),  and  antiques, 
works  of  art  and  collectors'  items; 

PART  n:        lists  goods  capable  of  being  used  in  relation  to  chemical, 
biological  or  nuclear  weapons  and  related  missiles; 

PART  HI:       covers  all  other  controlled  goods  and  technology 

This  last.  Part  IE,  is  subdivided  into  three  groups: 
Group  1:         contains  the  COCOM  Munitions  List,  and  includes  military, 

para-mihtary  equipment,  firearms,  software  and  related  technology; 


Group  2:         contains  the  COCOM  Atomic  Energy  List,  and  includes  atomic 
energy  minerals  and  materials,  nuclear  facilities,  equipment, 
appliances,  software  and  related  technology; 

Group  3:         contains  the  COCOM  Industrial  List,  and  includes  dual-use 
industrial  goods,  materials,  software  and  related  technology. 
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Licensing 

Proscribed  Destinations 

Afghanistan,  Albania,  Armenia,  Azerbaijan,  Belarus,  Bulgaria,  China, 
Estonia,  Georgia,  Kazakhstan,  Kyrgyzstan,  Latvia,  Lithuania,  Moldova, 
Mongolian  People's  Republic,  Nonh  Korea,  Poland,  Romania,  Russian 
Federation,  Tajikistan,  Turkmenistan,  Ukraine,  Uzbekistan  and  Vietnam. 

Destinations  Subject  to  Special  Procedures 

Afghanistan,  Albania,  Algeria,  Angola,  Argentina,  Armenia,  Azerbaijan, 
Belarus,  Bosnia-Herzegovina,  Brazil,  Bulgaria,  Burma,  China,  Croatia,  Cuba, 
the  Czech  Republic,  Egypt,  Estonia,  Georgia,  India,  Iran,  Iraq,  Israel, 
Kazakhstan,  Kyrgystan,  Latvia,  Libya,  Lithuania,  Moldova,  Mongolia,  North 
Korea,  Pakistan,  Romania,  Russian  Federation,  the  Slovak  Republic, 
Slovenia,  Somalia,  South  Africa,  South  Korea,  Syria,  Taiwan,  Tajikistan, 
Turkmenistan,  Ukraine,  Uzbekistan  and  Vietnam. 

End-user  undertakings  are  required  in  support  of  individual  license 
applications  to  any  of  these  countries,  while  no  OEELs  to  these  countries  are 
possible. 

Licensing  Authority 

The  Expon  Control  Organization  (ECO)  in  the  Department  of  Trade  and 
Industry  (DTI)  is  responsible  for  export  license  applications.  The  ECO 
consists  of  several  units. 

EaqKMt  Licensing  Unit  (ELU):This  section  handles  the  actual  processing  of 
s^lications  and  is  the  largest  section  within  the  ECO. 

PcXUy  Unit:   This  unit  formulates  policy  on  €xpon  control  issues  and  measures 
to  streamline  export  controls  and  procedures.  It  improves  the  effectiveness 
of  controls,  publishes  expon  controls  booklets  and  holds  seminars. 

Smsitivt  Ttchntrfogics  Unit  (STU):Tbis  section  archives  technical 
information  on  whether  equipment  or  technology  is  subject  to  export  controls 
for  e^qMrters,  other  staff  in  the  ECO,  and  to  Customs  and  Excise. 
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Compliance  Unit:  The  members  of  this  unit  visit  companies  using  Open 
Licenses  to  confirm  that  exporters  are  aware  of  the  stipulations  of  the 
licenses  and  that  they  are  fulfilling  them. 

Sanctions  and  Embargo  Enforcement  Unit:  This  unit  issues  hcenses  for  the 
supply  of  medicines,  food  and  goods  for  essential  civil  needs  to  Iraq.  These 
licenses  are  distinct  from  hcenses  issued  by  the  Export  Licensing  Unit.  It  also 
deals  with  sanctions  policy  matters. 

Enforcement  Unit:  This  section  is  responsible  for  the  enforcement  of  UK 
export  controls  to  all  destinations  and  works  together  with  Customs  and 
Excise. 

Other  Units  include:  EC  Special  Export  Licensmg  Unit,  Computer  Services 
Unit,  Co-ordination  Unit,  and  the  Scott  Inquiry  Unit. 

General  Regulations 

A  license  is  required  for  all  controlled  goods  mentioned  in  the  EG(C)0  to 
any  destination.  An  exporter  should  not  apply  for  a  Ucense,  if  he  knows,  or 
suspects,  that  the  commodities  may  be  used  to  produce  chemical,  biological 
or  nuclear  weapons. 

Special  Regulations 

Based  on  UN  and  EU  resolutions  and  national  concerns  there  are  total  and 
partial  embargoes  on  the  following  countries: 

Argentina,  Bosnia-Herzegovina,  China,  Croatia,  Haiti,  Iran,  Iraq,  Israel, 
Liberia,  Libya,  Myanamar,  Somalia,  South  Africa,  Syria  and  Yugoslavia. 


Types  of  Export  Licenses 

standard  Individual  export  license 

The  standard  individual  export  Ucense  applies  to  a  single  shipment  to  a  single 
consignee  or  for  a  nimiber  of  shipments  to  the  same  consignee  at  the  same 
destination  up  to  the  quantity/value  specified  by  the  Ucense. 
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It  is  the  most  common  type  of  license  and  is  valid  for  2  years,  but  can  also 
expire  sooner  if  the  quantity/value  is  reached. 

Bulk  license 

A  bulk  license  covers  multiple  shipments  to  different  consignees  in  the  sanae 
or  different  country  destinations. 

It  is  valid  for  2  years  and  not  available  for  the  proscribed  and  a  few  other 
sensitive  countries. 

Open  Individual  Export  License  (OIEL) 

The  OIEL  covers  the  regular  shipments  of  certain  less  sensitive  products  to  a 
range  of  specified  less  sensitive  destinations. 

This  license  is  vahd  for  3  years  and  has  no  quantity  or  value  limitations. 

Requirements  for  this  Ucense: 

the  company  must  demonstrate  that  it  has  effective  internal 
compliance  procedures; 

>  company  must  have  been  exporting  licensable  commodities  using 
individual  or  bulk  Hcenses  for  2  years; 

>  records  of  related  documents  have  to  be  kept  on  file  for  at  least  4 
years; 

a  declaration  must  be  secured  from  all  consignees,  within  one 
month  of  exporting  the  goods,  that  shipments  are  not  intended  for 
re-export  to  a  non-eligible  destination. 

Normally,  consignees  or  end-use  details  are  not  required.  An  annual  audit  by 
the  DTI  Export  Licensing  staff  concerning  the  use  of  the  OIEL  will  be 
enforced. 

Open  General  Export  Licenses  (OGEL) 

This  license  can  be  used  by  any  exporter  in  the  UK  to  export  eligible  goods 
without  seeking  prior  approval  from  DTI.  No  specific  appHcation  to  DTI  is 
necessary. 
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The  EG(C)0  requires  for  certain  OGELs  that  -  before  or  within  30  days 
after  the  first  exportation  of  any  goods  by  a  person  under  the  authority  of  any 
general  license  granted  under  the  EG(C)0,  that  does  not  provide  otherwise, 
-  the  exporter  shall  give  written  notice  of  using  the  OGEL  to  the  Secretary  of 
State. 

Related  documents  must  be  kept  on  file  for  at  least  four  years.  Eligible 
goods  and  destinations  vary  from  license  to  license.  Currently,  several  types 
of  OGELs  are  in  force,  including: 

Antiques 

>  Computers 

>  Dual-use  industrial  goods 

>  Exhibition  goods 


Application  Process 

Depending  on  the  licenses,  there  are  different  application  forms  which  must 
be  sent  to  the  DTI,  together  with  supporting  documentation.  Most  license 
appUcations  must  be  supported  by  an  international  import  certificate, 
end-user  certificate  or  tmdertaking.  These  requirements  vary  according  to 
the  goods,  destinations  or  end-user. 

Temporary  exports  need  a  license  if  the  commodities  are  controlled  under 
the  EG(C)0.  Disposal  in  the  overseas  market  of  the  goods  is  not  permitted 
and  the  issue  of  a  license  for  temporary  export  does  not  necessarily  mean  that 
a  license  for  permanent  export  would  be  granted. 

Fines 

Penalties  for  violation  of  the  export  control  law  may  be  the  seizure  of  the 
commodities,  unlimited  fines  and/or  imprisonment  up  to  seven  years. 
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Specific  Country  Comparisons:  United  States 
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Rationale  and  Legal  Basis 


The  three  major  reasons  for  US  export  controls  are: 

>  national  security 

>  foreign  policy 

and  short  supply. 

The  short  supply  provisions  pertain  mostly  to  petroleum  products  (e.g., 
prohibition  on  shipping  Alaska  oil  to  Japan)  and  northwest  wood  products 
(e.g.,  western  red  cedar),  and  are  the  products  of  vigorous  lobbying. 

Foreign  policy  controls  are  used  to  enforce  embargoes  and  to  reduce 

13 

economic  contact  with  coimtries  such  as  North  Korea  and  Cuba. 

The  legal  basis  of  US  export  controls 

Five  different  laws  are  the  essential  basis  of  US  export  controls: 

>  Atomic  Energy  Act  of  1954,  with  the  Assistance  of  Foreign  Atomic 
Energy  Activities  regulations  (the  "DOE  810  regulations")  and  the 
Export  and  Import  of  Nuclear  Equipment  and  Material 
Regulations  (the  "NRC  110  regulations")  as  implementing 
regulations; 

>  Arms  Export  Control  Act  of  1976,  with  the  International  Traffic  in 
Arms  Regulations  (ITAR)  as  implementing  regulations; 

»     International  Emergency  Economic  Powers  Act  of  1977; 

>  Non-Proliferation  Act  of  1978;  and 

>  Export  Administration  Act  of  1979,  with  the  Export 
Administration  Regulations  (EAR)  as  implementing  regulations. 
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List  of  controlled  goods  and  technical  data  (Bureau  of  Export 
Administration) 

At  the  hean  of  the  EAR  is  the  Commodity  Control  List  (CCL).  It  covers  all 
commodities  controlled  by  the  Bureau  of  Export  Administration  of  the 
Department  of  Commerce,  mostly  a  mirror  image  of  the  COCOM-List. 

The  CCL  is  divided  into  10  commodity  groups.  Each  commodity  group 
contains  an  Export  Control  Commodity  Number  (ECCN)  describing  the 
control.  Each  ECCN  consists  of  four  digits  with  a  letter  at  the  end. 

It  also  includes  a  reason  for  control,  such  as: 

>  national  security 

>  nuclear  non-proliferation  according  to  COCOM  Atomic  Energy 
List  or  imilateral  US  controls 

>  foreign  poUcy  controls  (e.g.  MTCR,  Australia  Group, 
anti-terrorism,  embargoes,  end-use  controls) 

>  short  supply  controls 

List  of  Country  Groups  (Bureau  of  Export  Administration) 

For  purposes  of  describing  controls,  the  EAR  divides  the  world  into  coimtry 
groups: 

Country  Group  Q:  Romania 

Country  Group  T:   Mexico,  Central  American  countries,  Caribbean 
countries.  South  American  countries 

Country  Group  W:  Czechoslovakia,  Poland 

Country  Group  S:   Libya 

Country  Group  V:   All  countries  not  listed  in  any  other  coimtry  group 


40 


213 


Country  Group  Y:   Albania,  Bulgaria,  Cambodia,  Estonia,  Laos,  Latvia, 
Lithuania,  Mongolia,  Former  Soviet  Union,  Vietnam 

Country  Group  Z:    Cuba,  North  Korea 

United  States  Munitions  Ust  (USML)^^ 

The  USML  is  one  of  the  major  parts  of  the  International  Traffic  in  Anns 
Regulations  established  by  the  Office  of  Defense  Trade  Controls  of  the 
Department  of  State. 

The  USML  divides  defense  articles  and  defense  services  into  twenty-one 
categories,  such  as  firearms,  ammunition,  technical  data,  aircraft,  spacecraft 
and  associated  equipment,  etc. 

The  criteria  for  designating  an  item  as  a  defense  article  or  a  defense  service 
are  clearly  spelled  out  in  the  ITAR.  The  basic  criterion  is  that  the  article  be 
inherently  military  in  character.  The  fact  that  an  item  is  to  be  sold  to  a 
military  contractor  or  to  a  foreign  government  military  agency  plays  no  part 
in  the  designatioiL 

ITAR  controls  apply  to  exports  to  all  countries,  although  significant 
exemptions  are  provided  for  Canada. 
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Licensing 

Licensing  authority 

There  are  five  primary  US  government  export  control  agencies. 

The  Department  of  Commerce,  Bureau  of  Export  Administration 
(BXA) 

The  legal  basis  is  the  Export  Administration  Act  and  the  Non-Prohferation 
Act  with  the  Export  Administration  Regulations. 

The  BXA  controls  dual-use  commercial  products  and  technical  data  and  has 
jurisdiction  over  the  vast  majority  of  US  origin  goods  and  technical  data. 

BXA  also  has  jurisdiction  over  foreign  made  products  that  either  incorporate 
US  origin  dual-use  goods  or  which  are  produced  directly  from  using  US 
origin  dual-use  technical  data  or  software. 

Finally,  BXA  prohibits  US  persons  from  participating  in  transactions 
involving  chemical  or  biological  weapons  related  activities. 

Foreign  products  that  incorporate  US  origin  parts  are  not  subject  to  US 
control,  when: 

>  the  product  incorporate  10%  or  less  of  US  content;  or 

>  the  product  incoiporates  25%  or  less  of  US  content  when  destined 
for  any  destination  except  country  Groups  S  and  Z,  Iran  and  Syria. 

Products  produced  directly  from  using  controlled  US  origin  technical  data 
and  software  are  not  subject  to  US  control  when  destined  for  G>untzy 
Grot^  Tand  V  excluding  Afghanistan  and  China. 
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The  BXA  consists  of  three  primary  offices  that  are  responsible  for 
administering  export  licensing  under  the  EAR.  (Often,  other  governmental 
agencies,  such  as  the  Department  of  Defense,  State  and  Energy,  are  also 
involved) 

Office  of  Export  Licensing  (OEL):  The  OEL  reviews  export  license 
applications,  refers  them  to  advisor  agencies  and  issues  the  approved  or 
denied  license. 

Office  of  Technology  and  Policy  Analysis  (OTPA):  This  organization  is 
responsible  for  technical  classification  of  goods  (for  determination  of 
Ucensing  requirements)  and  technical  data.  It  also  coordinates  BXA  export 
and  re-export  control  pohcy. 

Office  of  Foreign  Availability  (OFA):  The  OFA  is  responsible  for  analyzing 
the  availability  from  non-US  sources  of  goods  and  technical  data.  When  OFA 
finds  foreign  availability  for  a  specific  item,  it  may  reconmiend  that  export 
and  re-export  controls  on  the  item  be  relaxed  or  eliminated. 

The  Department  of  State,  Office  of  Defense  Trade  Controls  (DTC) 

The  Office  of  Defense  Trade  Controls  of  the  Department  of  State  has 
jurisdiction  over  exports  and  re-exports  of  weapons,  arms,  defense  items, 
defense  services,  and  related  technical  data. 

The  DTC  also  has  jurisdiction  over  foreign  made  products  that  incorporate 
US  origin  defense  articles  or  that  are  produced  using  US  origin  defense 
services  or  technical  data. 

The  working  basis  is  the  Arms  Export  Control  Act  and  the  International 
Traffic  in  Arms  Regulations. 

There  are  two  licensing  Agencies  within  the  DTC: 

The  Arms  Licensing  Division,  which  is  responsible  for  reviewing  and 
approving  or  denying  all  license  applications;  and  the  Compliance  Analysis 
Division,  which  is  responsible  for  registration  of  all  manufacturers,  producers 
and  exporters  of  defense  articles  and  technical  data  and  for  working  with 
customs  concerning  violation  of  the  ITAR. 
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The  ITAR  controls  any  disposition  of  any  foreign  made  product  that 
incorporates  US  origin  defense  articles  without  exemption. 

The  Nuclear  Regulatory  Commission  (NRC) 

The  NRC  has  jurisdiction  over  exports  of  nuclear  equipment  and  nuclear 
material.  Re-exports,  retransfers  and  other  disposition  outside  of  the  US  of 
such  items  fall  under  the  jurisdiction  of  the  Department  of  Energy. 

The  NRC  executes  the  initial  review  of  export  license  applications  and  refers 
them  to  a  wide  range  of  advisor  agencies,  such  as  the  Department  of  Energy, 
State,  Commerce,  Defense  and  others. 

The  working  basis  is  the  Atomic  Energy  Act,  the  Non-Proliferation  Act  and 
the  Export  and  Import  of  Nuclear  Equipment  and  Material  Regulations  (the 
"NRC  110  regulations"). 

The  NRC  does  not  control  re-exports  or  foreign  made  products  utilizing  US 
origin  components. 

The  Department  of  Energy  (DOE) 

The  Department  of  Energy  has  jurisdiction  over  exports  of  nuclear  related 
technical  data,  re-exports  of  nuclear  equipment  and  nuclear  material,  and  the 
involvement  of  US  persons  in  certain  nuclear  activities. 

The  legal  basis  is  the  Atomic  Energy  Act,  the  Non-Proliferation  Act  and  the 
"DOE  810  regulations". 

The  DOE  performs  the  initial  review  of  export  license  applications  and  then 
refers  the  applications  to  advisor  agencies.  The  DOE  has  no  specific  control 
list. 

The  Department  of  the  Treasury,  Office  of  Foreign  Assets  Control 

The  Office  of  Foreign  Assets  Control  (OFAC)  of  the  Department  of  the 
Treasury  is  responsible  for  administering  US  trade  embargoes  and  controls 
the  participation  of  US  persons  in  activities  involving  certain  embargoed 
countries. 
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The  OFAC  controls  also  extend  to  thousands  of  companies  and  individuals 
which  OFAC  has  identified  as  Specially  Designated  Nationals  of  an 
embargoed  country.  Any  transaction  involving  a  Specially  Designated 
National  is  deemed  to  be  a  transaction  with  the  government  of  an  embargoed 
country  subject  to  the  prohibitions  and  licensing  requirements  that  apply  to 
transactions  directly  involving  the  embargoed  country. 

Importantly,  most  of  the  Specially  Designated  Nationals  are  not  located  in 
embargoed  countries.  OFAC  identifies  companies  and  individuals  as 
Specially  Designated  Nationals  by  publishing  notices  in  the  Federal  Register. 

The  working  basis  is  the  Enemy  Act  and  the  International  Emergency 
Economic  Powers  Act. 

License  requirements 

All  exports  from  the  US  must  be  authorized  by  an  export  license,  with  the 
exception  of  most  commodities  to  Canada. 


Types  of  Export  Licenses 

Each  of  the  five  primary  US  government  export  control  agencies  issues  its 
own  licenses. 

Types  of  BXA  Licenses:  Validated  and  General  License 

Validated  License:  This  is  a  formal  docimient  issued  by  the  Department  of 
Commerce  authorizing  a  specific  export.  Prior  to  shipment,  the  exporter 
must  submit  apphcation  to  the  Department  of  Commerce  for  approval. 
Types  of  validated  Ucenses  include: 

Individual  Validated  Licenses  (rVLs):This  one-time  validated  Ucense  is  the 
most  common  type.  It  is  only  used  for  shipping  a  specified  commodity  to  a 
named  consignee  in  a  particular  country  for  a  designated  use.  A  bulk  IVL 
(for  less  sensitive  products  and  destinations)  authorizes  the  consignee  to 
resell  or  re-export  products  to  end-users. 

An  IC  and  technical  specification  are  required  for  exports  to  COCOM 
proscribed  countries. 
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Multiple-transaction  Validated  License:  This  license  may  be  used  for  a  series 
of  export  transactions  without  having  to  re-apply  for  an  individual  license  for 
each  shipment. 

The  most  common  types  of  Multiple-transaction  Validated  licenses  are  the 
Distribution  License,  Project  License  and  Service  License. 

Distribution  Licenses  (DLs) 

These  licenses  allow  exports  of  a  wide  range  of  goods  to  approved  consignees 
who  are  authorized  to  resell  and  re-export  the  goods  in  approved  sales  to 
countries  in  groups  T  and  V,  except  China,  Afghanistan,  Iran  and  Syria.  A 
DL  is  regarded  as  a  special  privilege  by  the  Depanment  of  Commerce. 
There  is  no  quantity  or  dollar  hmit  and  a  DL  is  valid  for  2  years,  though  an 
extension  is  possible.  Some  restrictions  exist  on  the  customers  or  shipments 
of  nuclear  related  commodities. 

Stipulations  for  getting  a  DL: 

>  the  presence  or  adaption  of  an  internal  control  program  (ICP)  for 
the  exporter  and  consignees; 

implementation  of  recordkeeping  procedures  to  document  their 
compliance  with  the  DL  requirements; 

>  an  ongoing  business  relationship  between  the  exporter  and  the 
consignees  for  at  least  one  year;  and 

>  the  exporter  and  consignees  must  agree  to  allow  BXA  audits  for 
their  exports  and  re-exports  and  the  DL  procedure. 

Project  Licenses  (PLs) 

These  licenses  allow  multiple  shipments  for  special  activities,  such  as  capital 
expansion  and  repair  or  provision  of  operating  supplies  to  an  existing  facility. 
There  is  no  quantity  limit  but  a  value  Hmit,  which  is  the  estimated  total  dollar 
value  stated  on  the  application.  A  PL  is  valid  for  one  year,  though  an 
extension  is  possible.  Certain  goods  are  not  eligible  for  using  a  PL,  and  this 
license  is  only  for  exports  to  country  group  T  and  V,  excluding  China.  A  PL 
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is  no  authorization  for  resell  or  re-export,  but  there  are  also  no  ICP 
requirements. 

Service  Supply  Licenses 

These  are  special  licenses  which  authorize  both  US  and  foreign  companies  to 
service  equipment  originally  exported  from  the  US,  service  equipment 
produced  abroad  which  incorporates  US  components  or  allow  for  servicing  of 
foreign  origin  equipment  using  US  components. 

They  are  valid  for  one  year,  though  extension  is  possible.  There  is  no  quantity 
or  value  limit,  a  ICP  is  not  required,  but  certain  goods  are  not  eligible. 

General  Licenses:  There  are  22  general  licenses  for  use  by  all  exporters 
without  the  written  authorization  of  BXA.  The  exporter  makes  the 
determiuation  that  all  provisions  are  met 

No  general  license  may  be  used  if: 

>  the  e^ort  is  to  a  company  or  individual  listed  on  the  Table  of 
Denial  Orders.  The  Table  of  Denial  Orders  includes  those 
individuals  and  companies  which  are  prohibited  from  participating 
in  any  transactions  subject  to  the  jurisdiction  of  the  EAR.  No 
person  in  any  country  may  participate  in  any  transaction  with  a 
party  listed  in  the  TDO  if  the  transaction  involves  goods,  technical 
data,  or  activities  subject  to  the  jurisdict '    i  of  the  EAR. 

>  the  exporter  knows  that  the  product  will  be  used  in  a  sensitive 
nuclear  activity  or  will  be  re-exported  frOi-.  the  eligible  coimtry  to 
another  destination  contrary  to  the  provisions  of  the  EAR. 

Examples  of  the  most  important  general  hcenses: 

G-DEST:       Exports  of  non-sensitive  goods  to  all  destinations  except 
Country  Groups  S  and  Z 

GFW:  Exports  of  certain  low-level  goods  to  Country  Groups  T  and  V, 

excluding  China,  Iran  and  Syria 
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GLV:  Low  value  exports  of  most  controlled  goods  to  Country  Groups 

T  and  V,  excluding  China 

Types  of  ODTC  Licenses 

There  are  several  types  of  licenses,  but  each  authorizes  only  the  export  of  a 
specified  quantity  of  a  specified  item,  to  a  specified  consignee  or  end-user, 
for  a  specified  end-use.  The  application  requires  heavy  documentation. 

Types  of  NRC  Licenses 

The  NRC  issues  specific  licenses  which  require  public  notification,  and  six 
general  licenses  (but  not  for  embargoed  countries). 

Types  of  Department  of  Energy  Licenses 

There  are  general  and  specific  authorizations. 

Types  of  OFAC  Licenses 

There  are  also  general  and  specific  Ucenses,  but  the  OFAC  controls  specific 
target  cotmtries  (North  Korea,  Cuba,  Iraq,  Libya,  Haiti,  Yugoslavia,  COCOM 
proscribed  countries)  and  not  specific  goods. 


Application  Process 

The  first  step  in  complying  with  the  complex  export  licensing  regulations  is  to 
determine  whether  a  product  requires  a  General  or  a  Validated  License. 
This  depends  on  what  is  being  exported  (e.g.  check  the  Commodity  Control 
List)  and  where  it  is  going  (check  the  Country  Groups  List  and  additional 
export  restrictions,  such  as  certain  country-specific  foreign  policy  controls). 

A  General  License,  as  already  mentioned,  does  not  require  a  specific 
application.  Sometimes  a  "Destination  Control  Statement"  is  required.  This 
statement  appears  on  the  commercial  invoice,  bill  of  lading,  or  airway  bill  and 
shipper's  export  declaration,  and  serves  to  notify  the  carrier  and  all  foreign 
parties  that  the  item  may  only  be  exported  to  certain  destinations. 
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K  the  shipment  is  valued  at  US$500  or  more,  or  requires  a  Validated  Export 
License,  the  exporter  must  complete  a  Shipper's  Export  Declaration  (SED). 
The  SED  is  used  to  indicate  the  type  of  export  license  being  used  and  to 
compile  trade  statistics. 

For  certain  Validated  License  applications  additional  documentation  is 
required,  such  as  the  International  Import  Certificate  (IC)  and  the  Statement 
of  Ultimate  Consignee  and  Purchaser. 

As  already  mentioned,  the  IC  is  a  statement  issued  by  the  goverimient  of  the 
country  of  destination  that  certifies  that  the  exported  products  will  be 
disposed  of  responsibility  in  the  designated  country.  The  statement  of 
ultimate  consignee  and  pinchaser  is  a  written  assurance  that  foreign 
purchaser  of  the  goods  will  not  resell  the  goods  in  a  maimer  contrary  to  the 
export  license  under  which  the  goods  were  originally  exported. 

Fines 

The  enforcement  of  the  different  regulations  are  in  the  responsibility  of  the 
US  Customs  Service  of  the  Department  of  the  Treasury  which  maintains 
offices  throughout  the  US  and  the  world. 

The  amount  of  the  fines  differs  among  the  responsible  govermnent  agencies, 
but  generally  ranges  up  to  $1,000  and/or  imprisonment  up  to  ten  years.  The 
seizure  of  the  goods  or  technical  data  is  also  possible. 
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Surrey,  United  Kingdom,  1993. 
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Appendix  I.  Abbreviations 


Germany 

AL  Ausfuhrliste  (Export  List) 

AtG  Atomgesetz  (Atom  Act) 

AWG  Aussenwirtschaftsgesetz  (Foreign  Trade  Law ) 

AWV  Aussenwirtschaftsverordnung  (Foreign  Trade  Ordinance) 

BAFA  Bundesausfuhramt  (Federal  Export  Office) 

BMWI  Bundesministerium  fuer  Wirtschaft  (Federal  Ministry  of  the 
Economy) 

EAG  Einzelausfuhrgenehmigung  (individual  export  license) 

EVE  Endverbleibserklaerung  (private  certification  for  presentation 
to  the  German  Export  Control  Authorities) 

HBG  Hoechstbetragsgenehmigung  (maximum  amount  license) 

KWKG  Kriegswaffenkontrollgesetz  (War  Weapons  Control  Act) 

KWL  Kriegswaffenliste  (War  Weapons  List) 

SAG  Sammelausfuhrgenehmigung  (collective  export  license) 

France 

LIDIS  Distribution  License 

SAFICO  Service  des  Autorisations  Financieres  et  Commerciales 
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United  Kingdom 

DTI  Department  ofTrade  and  Industry 

ECO  Export  Control  Organization 

EG(C)0  Export  of  Goods  (Control)  Order 

OGEL  Open  General  Export  License 

OIEL  Open  Individual  Export  License 

United  States 

BXA  Bureau  of  Export  Administration 

CCL  Commodity  Control  List 

DOE  Department  of  Energy 

DTC  Office  of  Defense  Trade  Controls 

EAR  Export  Administration  Regulations 

ECCN  Export  Control  Commodity  Number 

ITAR  International  Traffic  in  Anns  Regulations 

NRC  Nuclear  Regulatory  Commission 

OEL  Office  of  Export  Licensing 

OFA  Office  of  Foreign  Availability 

OFAC  Office  of  Foreign  Assets  Control 

OTPA  Office  of  Technology  and  Policy  Analysis 

PL  Project  License 
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SED  Shipper's  Export  Declaration 

TDO         Table  of  Denial  Orders 
USML       United  States  Munitions  List 

Other  Abbreviations 

COCOM  Coordinating  Committee  on  Multilateral  Export  Controls 

DV  Delivery  Verification  Certificate 

IC  International  Import  Certificate 

ICP  Internal  Control  Pre  gram 

MTCR  Missile  Technology  Control  Regime 
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Appendix  II.  Sensitive  destinations  subject  to 
special  procedures 

The  several  country  lists  and  special  regulations  of  the  considered  controlling 
countries  reflect  differences  and  similarities  of  strategic  and  proliferation 
concerns. 

This  appendix  emphasizes  the  differences  among  German,  British  and  US 
lists  of  countries  warranting  "special  procedure"  treatment.  While  one  or 
more  of  the  three  may  not  apply  "special  procedures",  this  does  not  mean  that 
no  controls  apply,  only  that  the  controls  are  not  as  stringent. 


Sensitive 
Destination 

Germany 

United  Kingdom 

United  States 

Afghanistan 

X 

X 

X 

Albania 

X 

X 

X 

Algeria 

X 

X 

X 

Angola 

X 

X 

X 

Argentina 

X 

Armenia 

X 

Azerbaijan 

X 

Bahrain 

X 

Belarus 

X 

Bosnia-Herzegovina 

X 

X 

Brazil 

X 

X 

Bulgaria 

X 

X 

X 

Burma 

X 

X 

X 

Cambodia 

X 

China 

X 

X 

X 

Croatia 

X 
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Sensitive 
Destination 

Germany 

United  Kingdom 

United  States 

Cuba 

X 

X 

X 

Czech  Republic 

X 

X 

Egypt 

X 

X 

X 

Estonia 

X 

X 

Georgia 

X 

India 

X 

X 

Iran 

X 

X 

X 

Iraq 

X 

X 

X 

Israel 

X 

X 

X 

Jordan 

X 

X 

Kazakhstan 

X 

Kyrgystan 

X 

Latvia 

X 

X 

Lebanon 

X 

X 

X 

Libya 

X 

X 

X 

Lithuania 

X 

X 

Moldova 

X 

Mongolia 

X 

X 

North  Korea 

X 

X 

X 

Pakistan 

X 

X 

X 

Qatar 

X 

X 

Romania 

X 

X 

X 

Russia 

X 

Saudi  Arabia 

X 

X 

Slovak  Republic 

X 

X 
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Sensitive 
Destination 

Germany 

United  Kingdom 

United  States 

Slovenia 

X 

X 

Somalia 

South  Africa 

X 

X 

X 

South  Korea 

X 

Syria 

X 

X 

X 

Taiwan 

X 

X 

X 

Tajikistan 

X 

Turkmenistan 

X 

Ukraine 

X 

Uzbekistan 

X 

Vietnam 

X 

X 

X 

Yemen 

X 

X 

Yugoslavia.former 

X 

X 

Zambia 

X 

Zimbabwe 

X 

60 


233 


^  L^ 


n 


H 


Export  Finance: 
How  the  U.S.  Measures  Up 


A  Comparative  Study 


Prepared  by 
Small  Business  Exporters  Association 


234 


Introduction 

With  the  passage  of  NAFTA  and  the  completion  of  the  Uruguay  Round  of  the  GATT,  the 
focus  of  America's  business  is  on  the  future  of  our  global  enterprise.  These  major  trade 
agreements  signal  a  much  more  open  trading  system  worldwide.  Our  concern  is  that  the 
United  States  is  not  capable  of  taking  full  advantage  of  this  opportunity.  Programs  and 
mechanisms  must  be  put  in  place  that  will  insure  not  only  active  participation  by  US 
producers,  but  a  virtual  revolution  devoted  to  export  promotion  and  enhancement. 

Much  needs  to  be  done  in  all  areas  of  education,  promotion,  policy  and,  in  particular, 
export  finance.  It  is  our  hope  that  this  study  will  encourage  debate  on  a  subject  that  is 
critical  to  our  nation's  long  term  economic  security. 

We  are  indebted  to  Hartwig  Meyerie,  our  intern  fi-om  Germany,  whose  dedication  of 
purpose  and  genuine  commitment  to  scholarly  research  created  this  document.  We  thank 
him  for  preparing  the  vital  detail  necessary  to  back  up  our  case  for  more  efficient,  available 
and  competent  export  assistance. 

Export  Finance:  How  the  U.S.  Measures  Up  is  the  second  in  a  series  of  papers  prepared 
by  the  Small  Business  Exporters  Association.  Exporting  as  a  National  Priority  was 
published  in  1992  to  support  the  creation  of  a  Department  of  International  Trade  and  the 
consolidation  of  the  myriad  government  entities  having  responsibilities  for  export-related 
activities. 

As  you  read  this  study,  we  hope  you  will  gain  a  sense  of  urgency  for  becoming  involved  in 
the  mission  of  raising  our  country's  level  of  exporting  expertise  and  "know  how".  With  the 
enthusiastic  support  of  concerned  Americans,  we  can  bring  about  the  changes  which  must 
be  made,  and  begin  to  measure  up  to  our  global  competition. 

E  Martin  Duggan 
Executive  Director 
January,  1994 
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Objectives 

This  study  presents  an  assessment  of  the  state  of  government-supported  export  financing 
facilities  in  the  U.S.,  relative  to  some  of  its  major  competitors:  Germany,  Japan,  France 
and  the  UK. 


Scope 

The  subjects  of  this  study  are  those  institutions  and  programs  concerned  only  with 
commercial  export  financing  -  rather  than  with  export  promotion  as  a  whole.  Thus, 
overseas  investment  facilities,  funding  of  feasibility  studies,  and  the  issue  of  "tied  aid"  will 
not  be  included  in  this  paper. 


Methodology 

Findings  of  this  study  are  based  on  the  analysis  of  a  variety  of  written  publications  by  the 
respective  government  agencies  or  ministries.  Reports  of  the  General  Accounting  Office,  a 
comparative  study  on  export  promotion  programs  of  four  countries  by  the  German 
Institute  for  Economic  Research,  Berlin,  and  a  publication  by  the  OECD,  Paris,  were 
researched.  Recent  articles  in  leading  business  newspapers,  magazines  and  acar'emic 
journals  were  reviewed.  Interviews,  both  personal  and  by  phone,  were  held  to  obtain  first 
hand  information  and  to  clarify  uncertainties. 

Whenever  foreign  exchange  rates  had  to  be  calculated  in  US  dollars,  the  currency's 
geometric  average  exchange  rate  in  the  respective  year  was  used.  Further,  all  calculations 
in  this  study  are  entirely  based  on  the  figures  provided  in  the  export  credit  insurance 
agencies'  annual  reports. 
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Abbreviations 

AKA  Ausfuhrkredit  Gesellschaft  mbH  (Germany) 

BFCE  Banque  Francaise  Du  Credit  Exterieur  (France) 

COFACE  Compagnie  Francaise  d'Assurance  pour  ie  Commerce  Exterieur  (France) 

DREE  Directeur  des  Relations  Economiques  Exterieures  (France) 

DTI  Department  of  Trade  and  Industry  (UK) 

EGA  Export  Credit  Insurance  Agency 

ECGD  Export  Credit  Guarantee  Department  (UK) 

EID  Export-Import  Insurance  Division  (Japan) 

KfW  Kreditanstalt  flier  Wiederaufbau  (Germany) 

Mm  Ministry  for  International  Trade  and  Industry  (Japan) 

MIS  Newly  Independent  States  (former  USSR) 

TPCC  Trade  Promotion  Coordinating  Committee 
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Executive  Summary 

Five  billion  dollars  in  exports  and  potentially  100,000  jobs  are  unrealized  each  year  only 
because  of  inadequate  export  financing  opportunities.  However,  that's  only  the  tip  of  the 
iceberg:  if  the  US  were  able  to  raise  per  capita  exports  by  only  $500,  US  would  still  rank 
last  among  its  major  competitors  but  an  estimated  2.5  million  new  jobs  would  be 
generated  -  not  to  mention  reduction  of  the  trade  deficit. 

In  contrast  to  their  European  competitors,  the  vast  majority  of  US  exporters,  small  and 
mid-sized  companies,  cannot  rely  on  a  fijnctioning  export  financing  environment,  including 
commercial  banks  and  the  US  Eximbank.  The  latter  is  primarily  a  resuh  of  the  first.  As  a 
banker  with  a  large  European  bank  in  New  York  stated,  "The  US  is  25  to  30  years  behind 
Europe;  it  still  needs  to  establish  what  Europe  already  has." 

Without  any  doubt,  Eximbank's  delivery  system  is  in  poor  shape  in  comparison  to  its 
competitors  which  can  rely  on  either  strong  private  sector  participation,  as  in  Germany,  or 
a  sufiBcient  network  of  government-controlled  branch  offices,  as  in  France,  the  UK  and 
Japan.  France  has  proven  that  a  combination  of  both  is  possible,  as  well.  The  combination 
of  private  (export)  credit  insurance  business  with  government-mandated  business  has  also 
resulted  in  tremendous  synergy  effects  in  Germany  and  France:  cheaper  and  faster  access 
to  more  credit  information  files  is  only  one  of  the  benefits  for  exporters. 

Even  though  the  US  Eximbank  offers  attractive  programs,  its  outreach  is  effectively 
limited  to  a  small  community  of  larger  exporters.  The  fact  that  most  commercial  banks  are 
unfamiliar  with  export  financing  in  general  and  Eximbank  programs  in  particular,  isolates 
Eximbank  fi-om  the  community  of  small  business  exporters,  who  ironically  need  its  help 
most  urgently. 

The  organizational  structure  of  government  assistance  in  the  US  is  part  of  this  problem: 
overlap  of  programs,  poor  communication  of  individual  programs  to  end-users,  lack  of 
coordination  of  assistance,  and  poor  counseling  on  programs  are  results  of  this  situation. 
In  countries  competing  against  the  US,  government-supported  export  financing  has  been 
made  a  departmental  task  rather  than  the  subject  of  several  independent  government 
agencies.  In  the  US,  there  are  29  different  government  agencies  with  some  level  of 
responsibility  for  trade  finance,  causing  a  bureaucratic  stumbling  block. 
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In  addition  to  organizational  weaknesses,  the  conditions  of  some  US  programs  fall  behind 
those  of  their  competitors.  Particularly  when  it  comes  to  issues  causing  time-consuming 
paper  work,  such  as  reporting  requirements  and  information  to  be  supplied  with  an 
application,  US  exporters  are  at  a  disadvantage  in  comparison  with,  for  example,  their 
German  counterparts. 

The  less  capable  the  private  sector  is,  the  more  important  government-supported  export 
financing  becomes.  In  Japan,  where  banks  have  become  similarly  as  risk-averse  as  in  the 
US,  the  government  has  very  impressively  tackled  this  problem:  The  export  financing 
packages  of  51  percent  of  all  Japanese  exports  are  government-supported,  in  contrast  to  a 
mere  2.9  percent  in  the  United  States.  From  1988  to  1990,  Japan  almost  doubled  its  share, 
whereas  the  US  share  remained  at  the  same  low  level.  Both  countries  have  problems  with 
their  export  financing  environment,  but  only  Japan  seems  to  have  understood  the 
importance  of  that  problem  -  and  has  acted  accordingly.  In  France,  this  percentage  is  still 
eight  times  as  high  as  in  the  US,  in  the  UK  four  times  and  in  Germany  twice  as  high  as  in 
the  US. 

Currently,  the  vast  majority  of  exporters  are  the  victims  of  the  loan  approval  policies  of 
their  banks.  Unless  there  is  enough  small  business  volume  for  individual  banks,  they  are 
not  willing  or  not  able  to  finance  small  deals.  If,  as  a  result,  the  mass  of  exporters  cannot 
fill  their  orders,  the  volume  of  small  transactions  will  not  increase  either.  Which  leads  us  to 
a  classical  Catch  22  situation.  Eximbank's  new,  expanded  mission  must  be  to  break  up  this 
vicious  circle  and  help  create  a  viable  infi-astructure  for  export  financing. 

Considering  the  organizational  structure,  the  relative  and  absolute  level  of  government 
assistance  in  comparison  with  major  competitors,  US  government  agencies  have  not 
treated  exporting  financing,  and  consequently  exporting,  as  a  priority.  Other  forms  of 
export  promotion  show  similar  weaknesses.  Foreign  governments  have  used  export 
financing  as  a  tool  to  proactively  implement  their  foreign  economic  policies.  Clearly,  in  the 
US  this  has  not  been  the  case. 

For  the  sake  of  higher  levels  of  employment  as  well  as  the  international  competitiveness  of 
US  companies,  the  government  must  assign  a  higher  priority  to  the  complex  issue  of 
exporting.  Improvement  on  the  financing  side  would  show  immediate  payoff,  thus 
representing  an  ideal  point  for  initiating  change. 
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I. 


Exporting  -  an  econonnic  necessity 


The  United  States  clearly  lags  behind  its  major  competitors  in  terms  of  exporting.  In  1991, 
for  example,  US  exports  per  capita  accounted  for  a  mere  $1,570  in  contrast  to  Germany's 
$5,000.  France  and  the  UK  rank  next  with  $3,700  and  $3,200,  respectively.  Japan's  total 
was  about  $2,500.  Exports  as  a  percentage  of  Gross  Domestic  Product  (GDP)  reveal  a 
very  similar  picture  (see  Appendix  I).  Japan's  relatively  low  figures  are  striking,  suggesting 
that  Japan's  trade  surplus  is  not  purely  a  result  of  its  exports  but  rather  of  a  result  of  its 
low  level  of  imports. 


Chart  I 


If  the  US  were  able  to  raise 
its  per  capita  exports  by 
$500,  it  would  translate  into 
about  $125  billion  more  in 
exports.  According  to  the 
Commerce  Department's 
rule  of  thumb  -  each 
additional  $1  billion  in 
international  sales  creates 
on  average  20,000  jobs  - 
thus  generating  2.5  million 


new  jobs.  In  addition,  the  trade  deficit  would  be  wiped  out. 


The  position  of  the  United  States  -  last  in  both  categories  -  can  be  interpreted  as  a 
question  of  attitude  towards  exporting  by  the  vast  majority  of  US  corporations. 
Companies  in  other  countries  such  as  Germany,  have  had  to  take  a  completely  different 
approach  in  order  to  succeed  economically.  The  words  of  a  senior  executive  of  a  German, 
medium-sized  manufacturing  corporation  (Mittelstand)  make  the  following  point: 

"If  you're  small,  your  fi"ont  of  attack  has  to  be  narrow.  You'd  better  focus 
your  business.  And  if  you  are  focused,  you  have  to  find  customers  for  your 
specialty  all  over  the  world  in  order  to  recoup  your  R&D  investments."* 


'  Hennan  Simon,  Lessons  from  Gennany's  Mid-size  Giants,  Harvard  Business  Re\new,  March/April  1992 
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With  domestic  US  markets  experiencing  slow  growth  and  increasingly  fierce  international 
competition,  exporting  has,  for  many  small  and  midsized  businesses,  become  the  key  to 
survival  in  the  long  run.  In  fact,  there  is  hardly  any  product  that  is  not  exposed  to 
international  competition.  In  addition  to  its  positive  impact  on  employment  and  the 
reduction  of  the  trade  deficit,  successfijl  exporting  contributes  to  a  company's 
competitiveness  in  domestic  markets,  thus  securing  fiiture  employment  levels^. 

Between  1987  and  1992,  exports  accounted  for  44%  of  the  total  economic  growth  in  the 
US.  Since  1989,  this  share  has  increased  to  93  percent  -  contributing  almost  all  of  the  job 
growth  in  manufacturing  industries  during  the  economic  slowdown  through  199 P. 
Today,  one  out  of  every  six  manufacturing  jobs  is  directly  dependent  on  exports.  These 
facts  are  critical  to  any  discussion  of  export  promotion  issues. 

On  the  other  hand,  exporters  face  a  variety  of  barriers  such  as  inadequate  availability  of 
export  financing,  outdated  export  controls,  inadequate  export  promotion  services, 
restrictive  taxes,  product  liability  and  antitrust  policies.  Such  self-imposed  obstacles  cost 
the  United  States  an  estimated  $30  billion  in  exports  annually.  Five  billion  dollars  in 
international  sales^  and  potentially  100,000  jobs  are  unrealized  only  because  of  inadequate 
export  financing  -  one  of  the  biggest  obstacles  for  small  business  exporters. 

The  lack  of  export  financing  is  not  the  only  reason  why  the  export  level  in  the  US  is  so 
low.  It  is,  however,  a  major  obstacle  for  many  corporations  who  are  already  engaged  in 
exporting  and  do  not  need  "how-to-export"  assistance.  Approximately  100,000 
corporations  -  or  97  percent  of  all  exporters  -  fall  into  this  category.  These  are  small  and 
medium-sized  exporters  who  have  the  greatest  potential  for  export  and  job  growth  in  the 
fiiture. 


^  Michael  R.  Czinkota,  and  Masaaki  Kotabe,  Stale  Government  Promotion  of  Manufacturing  Exports:  A 
Gap  Analysis,  Joumal  of  International  Business  Studies,  IV  1992 

^  Lester  A.  Davis,  US  Jobs  Supported  by  Merchandise  Exports,  US  Department  of  Commerce,  quoted  in: 
Report  of  the  Trade  Policy  Subcouncil  to  the  Competitiveness  Policy  Council,  Washington  DC,  March 
1993 

'*  David  J.  Richardson,  Sizing  Up  Export  Disincentives.  Institute  for  International  Economics,  Washington 
DC,  (to  be  released  in  September  1993) 
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II.        Comparison  of  export  financing  programs 

1.        Involved  organizations 

In  France,  the  United  Kingdom,  Japan  and  Germany,  there  is  a  single  government 
department  responsible  for  the  coordination  of  export  promotion  and  export  finance. 
These  departments  (see  Appendix  H)  have  responsibilities  equivalent  to  those  of  the  OfiBce 
of  the  US  Trade  Representative  and  the  Commerce  Department  combined. 

The  Export  Credit  Guarantee  Department  and  the  Export-Import  Insurance  Division  are 
divisions  of  the  British  (DTI)  and  Japanese  (MITI)  Ministries  of  Trade,  respectively,  and 
provide  their  services  directly  to  the  business  community.  In  France,  a  private  but 
effectively  government-controlled  agency,  COFACE,  has  the  status  of  an  export  credit 
insurance  agency  (ECA).  It  is  directly  responsible  to  the  Ministry  of  Finance  and 
Economic  Affairs.  In  Germany,  a  private  insurance  company  (Hermes)  has  been  mandated 
by  the  Ministry  of  Economics  to  administer  its  export  credit  insurance  programs.  For  its 
activities  on  behalf  of  the  state,  Hermes  is  annually  reimbursed  for  its  administration  costs. 
The  same  applies  to  COFACE's  business  on  behalf  of  the  government.  In  contrast  to 
Hermes,  however,  COFACE's  own  account  is  contractually  reinsured  by  the  government 
which  is  why  this  business  has  also  been  considered  "government-supported"  in  this  study. 

In  contrast,  several  independent  US  government  agencies  offer  export  finance  -  rather  than 
one  of  them  having  the  responsibility  of  a  department.  Japan's  Eximbank  is,  like  the  US 
Eximbank,  a  truly  independent  agency  -  but  unlike  its  US  counterpart,  its  objective  is  to 
help  implement  the  government's  foreign  economic  policy. 

Only  one  (UK)  or  two  (in  Germany,  France,  Japan)  organizations  are  involved  in 
government-supported  export  financing  and  overseas  investment  programs.  The  United 
States,  however,  has  at  least  four  US  agencies  engaged  in  some  form  of  nonagricultural 
export  credit  insurance  or  overseas  investment  services:  Eximbank,  SBA,  OPIC,  and  AID. 
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2.        Scope  and  profile  of  programs  offered 

2.1  Responsibilities  of  involved  organizations 

Each  country  offers  export  credit  insurance  and  loan  guarantees  through  its  ECA  (see 
above).  With  the  exception  of  the  United  Kingdom,  all  countries  also  offer  direct  loans  In 
Germany,  France,  and  Japan,  this  is  the  responsibility  of  separate,  government-owned 
banks,  KfW,  BFCE  and  Eximbank  ofJapcoh  respectively.  Only  the  US  Eximbank  offers  all 
three  programs  (see  Appendbc  III  for  an  overview)  under  one  roof 

There  is  no  overlap  in  programs  or  responsibilities  found  among  these  institutions,  in 
contrast  to  the  overlap  of  programs  of  the  Small  Business  Administration  and  Eximbank  - 
not  to  mention  the  overlap  in  the  area  of  export  promotion. 

Japan's  import  and  third-party  trade  promoting  programs  are  unique  among  the  countries 
studied.  So  are  COFACE's  market  survey  and  trade  fair  insurance  programs  which  insure 
companies  against  the  risk  of  economic  failure  of  their  marketing  efforts.  COFACE  offers 
a  wide  range  of  other  services  related  to  export  financing  through  six  domestic  and  two 
international  subsidiaries  (e.g.,  three  credit  information  agencies;  a  training  company 
which  organizes  seminars  on  international  trade  and  export  financing;  an  export  factoring 
company;  a  company  that  manages  exporters'  insurance  policies  and  facilitates  access  to 
financing;  and  a  finance  company). 

2.2  Institutional  differences  in  programs 

There  are  some  differences  in  the  application  and  approval  process  between  Hermes  and 
Eximbank.  For  example,  decisions  by  Hermes  are  entirely  based  on  the  information 
provided  in  the  exporter's  application.  The  information  provided  in  the  application  will 
only  be  questioned  in  the  case  of  a  claim.  At  Eximbank  this  is  handled  differently,  since 
applications  are  examined  before  approval  is  given.  This  obviously  leads  to  longer 
processing  times. 

If  it  turns  out  that  data  provided  was  inaccurate,  the  exporter  will  not  be  indemnified  by 
Hermes.  In  theory  this  would  make  the  underlying  foreign  receivables  less  acceptable  as 
collateral  for  bank  loans.  Experience,  however,  has  shown  that  this  is  not  necessarily  the 
case.  In  this  context,  it  should  be  mentioned  that  German  banks  assist  exporters  with  the 
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preparation  of  applications.  This  allows  the  bank  an  opportunity  to  evaluate  the  deal  and 
its  potential  risks.  The  banks  then  pass  the  applications  on  to  Hermes,  where  they  are 
processed  and  approved  or  disapproved.^ 

Hermes  does  not  explicitly  require  the  track  record  of  an  exporter  who  applies  for  a 
discretionary  limit  on  a  comprehensive  insurance  policy.  Eximbank  does.  A  discretionary 
limit  would  enormously  reduce  an  exporter's  time  and  effort  since  it  would  give  the 
exporter  the  authority  to  determine  a  buyer's  credit  worthiness  without  having  to  consult 
with  Eximbank  or  Hermes  respectively.  During  the  lifetime  of  a  comprehensive  policy 
(Eximbank  1  year  vs.  Hermes  2  years),  US  exporters  are  required  to  submit  a  monthly 
listing  of  all  shipments.  Hermes  requires  only  a  summary  by  country,  type  of  buyer 
(public,  private)  and  payment  term.  For  small  businesses,  this  is  much  simpler  and  requires 
less  administrative  time  (see  Appendix  FV  for  an  overview  of  institutional  differences). 

Hermes  does  not  require  the  exporter  to  provide  financial  information  (e.g.,  financial 
statements,  credit  reports)  on  a  foreign  buyer.  This  can  be  done  in-house,  although 
Hermes  requests  that  the  exporter  provide  this  information  in  some  cases^.  The  same 
applies  to  COFACE.  Both  companies  maintain  their  own  credit  information  network. 
They  have  access  to  the  resources  of  affiliated  credit  information  agencies  which  can 
quickly  provide  credit  reports,  even  on  companies  in  Eastern  Europe  and  other  developing 
countries.  COFACE  currently  administers  files  on  400,000  foreign  corporations,  which  are 
accessible  on-line  to  subscribers  in  France  as  well  as  other  European  countries.  These  two 
companies  are  major  players  in  the  European  (export)  credit  insurance  market  and  their 
business  on  behalf  of  the  government  benefits  from  private  business  and  its  resources. 
Through  the  combination  of  both  businesses,  synergy  effects  are  obvious. 

EID,  ECGD  and  Hermes  consider  terms  of  less  than  two  years  as  short-term  business. 
One  policy  of  COFACE  even  provides  coverage  for  certain  goods  (e.g.  light  equipment 
and  consumables)  with  sales  terms  of  up  to  three  years.  In  the  United  States  on  the 
contrary,  only  terms  up  to  180  or  360  days,  depending  on  the  kind  of  product,  are 
considered  short-term.  This  makes  competitors  of  the  US  more  flexible  in  their  credit 
terms^  and  saves  them  from  having  to  apply  for  a  separate  medium-term  policy  which 


^  Interview  with  the  chief  e.\ecutive  officer  of  a  local  German  bank 

"Dr.  Gunther  Stolzenburg,  Dr.  Eckardt  Moltrechl,  Sichervngsmoeglichkeit  durch  staatliche  Export- 
kreditversicherung.  Export,  Hamburg,  Germany,  August  1991 
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would  be  required  by  Eximbank  for  terms  exceeding  one  year. 

Only  in  the  UK  and  the  US  can  the  ECAs  provide  up  to  100  percent  political  risk  and 
commercial  risk  cover  for  loans  by  banks.  In  Japan,  such  coverage  is  significantly  lower 
(political:  82.5%;  commercial:  80%).  In  Germany  (political:  90-95%;  commercial:  85- 
95%)  and  France  (political:  95%;  commercial:  90%)  guarantees  have  similar  coverages.  If 
a  German  bank  takes  out  95%  coverage  for  both  risks,  it  automatically  loses  its  right  of 
recourse  to  the  exporter.  The  US  and  the  UK  try  to  keep  their  commercial  banks  relatively 
free  of  risk,  whereas  in  other  countries  they  are  explicitly  required  to  carry  a  portion  of  the 
risk  during  the  entire  guarantee  period. 

The  pattern  of  coverage  for  exporters  against  credit  risks  is  very  similar.  Again,  US 
exporters  are  offered  the  best  coverage  conditions  (political:  95-100%;  commercial:  90- 
95%).  Japan's  commercial  risk  coverage  (60-90%)  shows  a  large  spread  which  is  intended 
to  encourage  exporters  to  obtain  comprehensive  coverage  under  the  umbrella  of  a  trade 
association.  However,  political  risk  coverage  (95-97.5%)  is  similarly  as  high  as  in  the  US. 
Exporters  in  France  and  Germany  get  90%  protection  against  political  risk,  whereas 
German  exporters  have  to  bear  higher  commercial  risks  (75-85%)  than  their  French  (85%) 
and  US  competitors. 

German,  Japanese  and  French  exporters  and  banks  must,  at  all  times  during  the  period 
covered,  cany  part  of  the  risk.  Therefore,  100%  coverage  is  available  for  neither  insurance 
nor  guarantees. 

The  US  can  efifectively  insure  between  42.5^  and  49%  of  the  foreign  content,  depending 
on  the  progrant  In  Japan,  it  is  generally  50%.  Among  EC  countries,  it  ranges  between  30 
and  40%,  depending  on  the  size  of  the  project.  For  supplies  from  non-EC  countries,  it  can 
be  much  less  in  France  (10  to  30%),  and  is  30%  in  Germany  and  the  UK.  On  the  other 
hand,  in  France  it  is  possible  to  insure  consumables  and  light  equipment  with  payment 
terms  under  6  months  -  even  if  they  were  manufactured  and/or  shipped  abroad.  As  a 
whole,  however,  EC  countries  tend  to  be  more  restrictive  in  respect  to  foreign  content 
coverage. 

^Note:  Coverage  is  only  granted  for  credit  terms  that  are  conunon  in  a  specific  iriduso^'.  e.g.,  credit  tenns 
of  two  years  for  consmnables  would  not  be  eligible;  howex'er.  there  is  room  for  interpretation 

^Note:  Up  to  85  percent  of  not  ciore  than  50  percent  foreign  contetu  («42.5  petcem)  can  be  covered  under 
guarantees  and  loans;  up  to  49  percent  of  foreign  content  can  be  covered  under  shon-tenn  policies 
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2.3      Export  Credit  Insurance 

Comprehensive  insurance  policies  (see  Appendix  V)  are  particularly  important  for 
frequent  exporters  with  relatively  low  value  shipments.  These  policies  also  reduce  paper 
work  for  both  the  exporters  and  the  EC  A.  In  addition,  they  offer  a  better  spread  of  risk  by 
including  both  high  and  low-risk  export  markets  -  which  consequently  leads  to  lower 
premiums.  However,  Eximbank  could  still  make  the  whole  administrative  process  a  lot 
simpler  and  less  cumbersome  (see  2.2  Institutional  differences  in  programs)  for  exporters 
and  itself 

In  France,  exporters  are  virtually  forced  to  take  out  comprehensive  insurance,  because 
other  types  are  not  available  for  the  coverage  of  short-term  export  credits.  Commercial 
risk  coverage,  which  COFACE  does  on  its  own  account,  is  compulsory  under  those 
policies.  COFACE  and  Eximbank  offer  no  scope  for  the  exemption  of  certain  export 
markets.  German  exporters,  on  the  contrary,  may  exclude  all  OECD'  markets.  The 
Japanese  EID  does  not  offer  such  insurance  to  individual  exporters.  It  relies  instead  on 
intermediaries  as  policy  holders  (see  umbrella  policies). 

In  1992,  this  type  of  policy  was  similarly  important  for  Hermes  and  the  US  Eximbank, 
having  accounted  for  26%  and  27%  of  new  business,  respectively.  In  dollar  terms, 
however,  there  was  a  big  difference:  $6.3  bilfion  of  German  exports  were  insured,  in 
contrast  to  $3.4  billion  in  US  exports  -  almost  twice  as  much.  As  a  result,  around  $3.4 
billion  in  exports  by  790  companies  (policy  holders)  were  insured,  each  with  the  value  of 
annual  shipments  below  $6.4  million.  Within  the  same  period,  COFACE  issued  713 
comprehensive  policies  designated  for  small  businesses  and  266  designated  for  larger 
businesses. 


^Note:  EC  member  countries  are  automatically  excluded  from  government-supported  coverage  due  to 
certain  EC  directives 
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Revolving  insurance  policies  are  designed  to  offer  coverage  for  exports  on  a  repetitive 
basis  to  a  single  buyer.  Such  policies  are  available  only  in  the  US  and  Germany  In  1992, 
Hermes  covered  $1.4  billion  in  exports  through  that  program. 

The  purpose  of  umbrella  policies  is  to  increase  the  outreach  to  exporters  and  to  reduce 
the  bureaucracy  and  paperwork  connected  with  applications  of  individual  exporters. 
Unfortunately,  poorly  prepared  applications  frequently  occupy  too  much  of  Eximbank's 
resources,  according  to  a  TPCC  survey^^.  Umbrella  policies  are  not  common  in  Germany 
and  France,  even  though  the  latter  encourages  small  exporters  to  form  larger  entities  for 
the  purpose  of  their  export  business.  The  US  and  Japan,  on  the  contrary,  offer  such 
policies.  Japan  relies  heavily  on  this  form  of  insurance  for  which  the  policy  holder  is  an 
intermediary  (e.g.,  a  trade  association).  So  does  Eximbank  through  its  City/State  program 
and  trade  associatons.  Other  implications  of  the  involvement  of  intermediaries  are  a  lower 
staff  level  and  associated  administrative  costs.  For  example,  the  Japanese  EDD  has  only 
160  employees  -  although  its  business  volume  exceeds  by  far  that  of  other  EGAs  having 
much  higher  staff  levels. 

Specific  insurance  policies  are  designed  for  one-time  deals  only.  In  France,  COFACE 
does  not  offer  such  policies  for  short-term  business,  whereas  in  the  US,  Japan  and 
Germany  they  are  available.  In  France,  this  type  of  policy  is  tailored  to  the  needs  of  big 
export  deals.  In  Germany,  the  nature  of  those  deals  is  not  necessarily  big  ticket  business: 
Hermes  issued  3,610  such  policies  for  contracts  each  worth  under  $640,000,  covering 
$430  million  in  exports  (average;  $120  thousand).  During  1992' ^  5,270  specific  policies 
(all  insurance  and  guarantee  authorizations:  1,5S0)  were  issued  having  covered  $17.3 
billion  (Exim:  $11.5  billion)  in  exports,  including  $10.7  billion  in  guarantees  (Exim  $7.3 
billion).  This  means  that  the  average  value  of  loan  guarantees  and  specific  policies  by 
Eximbank  was  more  than  twice  as  high  as  Hermes'. 


'^hrCC  Working  Group  on  Trade  Finance:  National  Export  Initiative  -  Bankers  Meetings  on  Trade 

'^Note:  Eximbank's  fiscal  year  ends  September  30;  Hermes:  December  31;  Exim  Japan,  EID,  ECGD: 
March  30.  In  order  to  allow  a  comparison  of  their  business,  fiscal  years  ending  March  30,  1992,  were 
treated  as  FY  1991;  this  applies  for  EED,  Exim  Japan  and  ECGD 
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The  number  of  low-value  authorizations  is  a  helpful  measure  of  an  ECA's  small  business 
friendliness.  The  comparison  shows  that  Hermes  has  been  much  more  responsive  than 
Eximbank  to  the  needs  of  small  business  exporters.  The  average  value  of  all  small 
business^2  authorizations  (comprehensive  and  specific  policies),  is  $168,000  in  Germany, 
whereas  the  Eximbank  equivalent  is  $2.1  million.  However,  the  TPCC  survey  found  that 
financing  for  deals  of  $300,000  or  less  was  in  short  supply.  This  indicates  a  definite 
weakness  on  the  part  of  commercial  banks,  Eximbank  or  both. 

In  1992,  there  were  1,000  small  business  authorizations  by  Eximbank  compared  with 
4,000  by  Hermes.  Hermes  covered  $670  million  in  very-small-business  exports,  whereas 
under  Eximbank's  more  generous  definition  of  small  business,  $2. 1  billion  were  covered.  If 
annual  foreign  sales  under  $6.4  million  were  included  in  the  Hermes  figure,  an  additional 
500  contracts  worth  around  $3  billion  would  have  to  be  added.  COFACE's  small  business 
policies  -  all  comprehensive  coverage  -  accounted  for  only  713.  A  breakdown  by  volume 
was  not  available. 

The  key  to  small  business  friendliness  is  the  private  banking  community's  willingness  or 
capability  to  fund  low-value  transactions,  ideally  by  accepting  foreign  receivables,  insured 
by  the  government,  as  collateral,  as  is  the  case  in  Germany.  This  point  deserves  more 
attention  and  will,  therefore,  be  discussed  later  (FV.  Obstacles  to  export  financing). 

On  the  other  hand,  Hermes  also  provided  guarantees  for  contracts  exceeding  $64  million 
(DM100  million)  totalling  $4.7  billion.  This  shows  that  the  interests  of  small  business  need 
not  necessarily  conflict  with  those  of  big  business.  It  also  underlines  the  importance  of 
credit  insurance  for  small  and  mid-sized  companies,  whereas  guarantees  tend  to  favor 
large  exporters.  (For  an  overview  of  programs  and  their  characteristics  see  Appendix  VI 
andVn). 


^^Note:  Very  small  business  authorizations  by  Hermes  refer  to  a  value  of  under  $640  thousand; 

Eximbank    in    its    1992    annual    report,    showed    that    only    305    out    of   999    authorizations 

had  a  value  below  SS0O,0OO.  Eximbank  includes  in  these  figures  the  indirect  financing  to  exporters  of 
big 

ticket  goods  which  are  supplied  by  small  businesses;  Hermes  includes  only  direct  financing.  Eximbank 

figures  are  therefore,  overall,  probably  overstated. 
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2.4      Loan  guarantees 


Loan  guarantees  were  the  US  Eximbank's  main  business  with  nearly  59%  of  all  new 
commitments  in  1992,  up  from  40%  in  1990.  At  Hermes,  too,  the  share  of  loan  guarantees 
surged  from  14%  in  1990  to  about  43%  in  1992  -  largely  due  to  a  number  of  major 
projects  in  the  NIS.  EID's  share  of  guarantees  is  less  than  50%13.  Since  privatization  of  its 
short-term  business,  ECGD  has  been  offering  guarantees  exclusively.  COFACE's  business 
activities  are  clearly  dominated  by  short-  and  medium-term  insurance  business.  A 
breakdown  by  form  of  assistance  is,  however,  not  available. 

A  guarantee  for  a  specific  project  or  a  one-time  deal  can  be  considered  as  the  standard 
type  and  is  available  in  each  country.  This  is  the  only  type  offered  in  Germany.  Other 
countries,  however,  offer  more  variations.  The  most  common  are  guarantees  for  lines  of 
credit,  and  guarantees  for  the  discount  of  bills  and  notes.  In  all  countries  the  pre-shipment 
period  (working  capital)  can  be  covered  optionally,  exept  in  Germany  and  France  where 
such  cover  is  not  available. 

Guarantees  for  lines  of  credit  are  only  found  in  the  UK,  France  and  the  US.  In  the  United 
Kingdom  and  the  United  States,  guarantors  for  that  program  are  not  only  domestic  banks 
but  also  foreign  banks  which  then  extend  loans  to  buyers.  In  the  US  and  the  UK,  that  type 
of  guarantee  is  designed  and  used  for  business  of  a  revolving  nature  or  with  multiple 
buyers.  Special  working  capital  loan  guarantee  programs  are  found  only  in  the  US. 
COFACE's  guarantees  are  offered  only  in  the  form  of  a  comprehensive  guarantee  under 
which  a  bank  must  insure  all  its  short-term  export  loans  (under  three  years). 

Guarantees  for  the  discount  of  notes  and  bills  are  common  in  the  UK,  Japan,  the  United 
States  and  France.  In  the  US  and  the  UK  they  are  issued  in  the  form  of  a  comprehensive 
guarantee  in  favor  of  a  bank.  In  France  on  the  contrary,  there  are  only  specific  guarantees 
available. 

COFACE  also  offers  guarantees  for  bond  issues,  thereby  allowing  companies  to  raise 
money  for  their  exports  at  cheaper  rates  (France).  This  program  is  geared  toward  big 
ticket  items. 


'^Notei  The  exact  amount  could  not  be  determined  as  one  program  can  be  used  as  guarantee  as  well  as 
insurance;  the  annual  report  did  not  provide  a  breakdown.  This  program  runs  at  higher  levels  than  the 
pure  insurance  program  (see  Appendix  VIII  for  a  breakdown  by  type  of  program) 
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2.5      Loans 


Direct  loans  in  the  form  of  buyer  credits  are  clearly  dominant  in  Germany,  France  and  the 
United  States,  whereas  in  Japan  they  run  at  the  same  level  as  supplier  credits. 
Interestingly,  those  medium  and  long-term  loans  (more  than  18  or  24  months)  generally 
require  insurance  coverage  by  their  country's  respective  ECA^'*.  There  are  two  potential 
benefits:  First,  a  project  undergoes  double  scrutiny,  namely  by  the  ECA  and  the  lending 
institution,  which,  at  least  in  theory,  reduces  the  risk  of  a  poor  decision  and  the  associated 
costs  for  taxpayers.  Second,  it  pools  the  government's  risk  exposure  in  a  single  institution, 
the  ECA 

2.6      Other  related  programs 

The  importance  oi foreign  exchange  risk  insurance  seems  to  have  declined  in  the  past, 
mainly  because  global  foreign  exchange  markets  can  meet  the  insurance  needs  of 
corporations.  In  Japan,  such  insurance  is  no  longer  available,  in  the  UK  it  is  limited  to  the 
bidding  period  for  a  contract,  and  in  Germany  it  is  available  only  for  periods  exceeding 
two  years  which  are  beyond  the  private  market's  reach.  In  the  US,  such  policies  are 
insignificant  since  most  deals  are  quoted  in  dollars  anyway. 

In  France,  on  the  other  hand,  currency  fluctuation  risks  have  received  the  most  attention, 
which  means  insurance  is  offered  for  all  periods  and  products.  This  program  is  largely 
subject  to  COFACE's  private  business.  Through  a  subsi'''ary,  COFACE  is  also  able  to 
inject  capital  into  a  corporation,  thereby  acquiring  a  minor  stake.  The  purpose  thereby  is 
to  strengthen  the  financial  base  for  a  corporation's  internal    ^al  development. 

Another  unique  feature  of  COFACE  is  the  availability  of  cost  escalation  insurance,  which 
is  available  for  terms  exceeding  twelve  months  and  where  high  amounts  of  money  are 
involved.  Support  for  emerging  local  costs  abroad  is  available  in  all  countries  except 
Germany.  Insurance  for  bonds  (bid  or  performance)  is  also  available  in  Germany,  France, 
Japan  and  the  UK  but  not  in  the  United  States. 


^^Note:  E>dnibank  Japan  requires  only  insurance  by  EID  for  supplier  credits 
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Overseas  investment  services  (loans  and  insurance)  are  common  in  all  countries.  In 
France,  around  $870  million  in  foreign  investments  were  newly  insured,  up  from  $266  in 
1991.  The  UK's  insurance  of  investments  overseas  accounted  only  for  $350  million.  In 
Japan  it  receives  the  most  attention,  particularly  by  Eximbank  Japan.  In  1991-92, 
Eximbank  Japan  committed  $5.2  billion  in  loans  for  that  purpose,  whereas  the  Overseas 
Private  Investment  Corporation  (OPIC),  an  independent  US  agency  concerned  with  the 
promotion  of  overseas  investments,  did  $3.7  billion  in  1992.  In  terms  of  outstanding 
commitments,  the  difference  was  even  greater:  OPIC's  $7.6  billion  versus  Exim  Japan's 
$23  billion. 


3.         Level  of  Assistance 

Japan,  France  and  the  United  Kingdom  tend  to  run  much  higher  levels  of  assistance  -  in 
relative  and  dollar  terms  -  than  Germany  and  the  United  States  (see  Charts  on  following 
pages).  Nonetheless,  Germany's  support  in  dollars  as  well  as  percentage  of  exports  is  still 
twice  that  of  the  United  States.  Although  Japan's  total  exports  were  only  about  three 
quarters  of  US  exports  in  1991,  Japan  supported  more  than  14  times  more  exports  than 
the  US  and  almost  twice  as  much  as  France,  the  UK  and  Germany  combined.  France^^ 
clearly  took  the  second  place  and  has  the  lead  in  Europe. 

A  goal  of  every  export  credit  insurance  agency  must  be  to  maximize  the  amount  of 
exports  which,  without  government  assistance,  could  not  be  executed.  This  basically 
means  that  a  country's  export  credit  insurance  agency  has  to  fill  a  gap  which  the  private 
sector  in  the  respective  country  is  not  able  to  fill.  However,  the  nature  and  size  of  this  gap 
varies  from  country  to  country,  and  depends  on  the  private  sector's  ability  to  deal  with  the 
risks  associated  with  exports.  In  addition  to  political  considerations,  the  degree  of 
sophistication  of  a  country's  export  financing  infrastructure  -  commercial  banks  and 
insurance  companies  -  determines  the  task  and  mission  of  the  EC  A. 


"Note:  It  should  be  noted  that  COFACE's  short-term  business  is  essentially  market  oriented.  However, 
the  feet  that  the  French  state  offers  reinsurance  which  in  effect  funaions  as  a  safety  net.  The  same 
applies  to  ECGD  which  is  still  granted  reinsurance.  COFACE  reports  the  financial  result  on  behalf  of 
the  government  separately. 
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Chart  U:  Government  support  as  %  of  total  exports 
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Chart  ni:  Government  support  in  billion  dollars 
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- 
Average  Amount  of  Exports  Supported  by  SI  in  Indirect 
Subsidy  (1987-1991) 
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Chart  IV 

The  level  of 
output  (see 

Chart  rv  left), 
i.e.  exports 

supported,  in 
relation  to  the 
effective  input, 
i.e.  annual 

(implicit) 
subsidies^^  (see 
Chart  V  below), 
is  a  result  of  that 
mission.  The  amount  of  exports  supported  with  each  dollar  input  should  not  be  used  to 
draw  conclusions  about  an  ECA's  efficiency  in  comparison  with  its  competitors.  Such  a 
comparison  would  have  to  take  the  countries'  different  levels  of  sophistication  and 
capability  of  the  export  financing  infi-astructure  into  account. 

The  output  level  rather  serves  as  an  indicator  for  the  capability  of  a  certain  country's 
export  financing  infrastructure.  Thus,  high  output  levels  indicate,  in  short,  a  wider 
private  sector  gap  that  has  to  be  filled  by  an  ECA  than  low  output  levels  indicate.  In  other 
words,  high  levels  mean  that  the  private  sector  requires  government  support  for  exports  to 
countries  whereas  the  private  sector  in  other  countries  does  not  yet  require  support. 

A  five-year  comparison  (1987-1991)  shows  that  for  each  dollar  the  Japanese  government 
spent,  it  supported  on  average  $134  dollars  in  exports.  Next  to  the  EYD  is  the  US 
Exlmbank  with  $82  in  supported  exports  per  dollar  input.  The  British  ECGD  supported 
only  about  half  of  what  Eximbank  did:  $40.  Germany's  and  France's  low  output  is  a 
reflection  of  the  concentration  of  its  support  -  and  losses  -  in  relatively  high  risk  markets: 
France  could  only  support  about  $14  in  foreign  sales  per  dollar,  whereas  Germany  was 
only  slightly  higher  with  $17. 


Again,  these  numbers  do  not  represent  a  measure  of  efficiency  for  ECAs.   The  more  an 


^^Note:  The  output  is  not  the  direct  consequence  of  the  input  since  the  input,  i.e.,  the  subsidy,  is  a  result 
of  events  in  the  past.  The  implicit  subsidy  is  calculated  as  follows:  premiums<laims+recoveries;  The 
costs  to  the  governments  will  be  discussed  in  more  detail  later. 
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ECA  can  focus  its  resources  on  relatively  high-risk  countries,  the  higher  are  the  losses  for 
a  comparably  small  amount  of  exports  supported.  On  the  other  hand,  the  more  exports  to 
relatively  low-risk  countries  an  ECA  has  to  support,  the  larger  is  the  amount  of  exports 
supported  in  comparison  with  the  losses  incurred. 

Somewhat  surprisingly,  the  private  sector  in  Japan  has  been  even  more  risk  averse  than  in 
the  US.  But  Japan  supported  more  than  14  times  as  much  in  foreign  sales  than  the  US. 
This  suggests  that  Japan,  in  light  of  its  assistance  and  output  level,  is  much  more 
responsive  to  the  needs  of  its  export  financing  environment,  and  ultimately  its  exporters, 
than  the  US.  The  private  sectors  in  Europe,  by  contrast,  required  on  average  much  less 
support  for  exports  to  low-risk  countries  than  did  their  Asian  and  American  competitors. 

In  addition  to  an  ECA's  task  to  fill  gaps  of  the  private  sector,  political  considerations  (See 
Cover  Policy  and  Restrictions)  also  influence  decisions  and  willingness  to  take  risks  and 
risk  loss.  This  is  based  on  the  assumption  that  maximizing  exports,  regardless  of  higher 
political  considerations,  is  the  overriding  basis  for  decisions. 


4.        Costs  to  the  Governments 

All  entities  analyzed  are  constituted  to  work  on  a  self-sustaining  basis  -  in  the  long  term. 
Until  the  early  1980s,  the  EC  As  produced  either  very  low  deficits  or  surpluses  like 
Germany's  Hermes  ^'^.  Since  then,  ECA  deficits  have  become  the  rule  -  not  the  exception  - 
due  to  increasing  international  export  credit  competition  and  the  debt  problems  of 
developing  countries. 

The  cumulative  trading  deficit  since  a  program's  inception  and  the  armual  trading  deficits 
are  figures  published  in  annual  reports.  However,  due  to  different  accounting  standards  in 
the  various  countries,  it  is  more  meaningfial  to  explore  the  implicit  subsidy  rate  for 
insurance  and  guarantees  granted  by  a  government.  Therefore,  it  is  essential  to  put  the 
annual  premium  income,  claims  paid  and  recoveries  in  perspective  Qater  refered  to  as 
implicit  subsidy  rate).  Since  claims  paid,  recoveries  and  premium  income  do  not 
necessarily  correspond  to  the  same  year  in  which  they  occurred  -  today's  claims  can  be  the 


^'Dr.   Guenter  Stolzenburg,  and  Dr.  Eckhardt  Moltrecht,  Sicherungsmoeglichkeit  durch  staatliche 
Exportkreditversicherung.  Export,  Hamburg,  August  1991 
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result  of  an  insurance  policy  issued  four  years  ago  -  a  comparison  over  several  years 
should  eliminate  most  of  the  distorting  effects.  Further,  those  figures  should  be  related  to 
the  exports  supported  as  well  as  a  country's  total  exports.  The  UK's  direct  subsidies  for 
fixed  rate  export  loans  have  not  been  considered;  they  are  direct  or  explicit  subsidies. 

4.1       Comparison  of  cumulative  deficits 

Eximbank's  latest  (1992)  cumulative  deficit  would  effectively  have  amounted  to  $8.2 
billion^^  (please  see  note)  in  contrast  to  the  ECGD's  $7.6  billion  and  Germany's  $7  billon. 
However,  different  accounting  principles  require  a  closer  look.  Germany's  public  sector 
accounting  system  does  not  require  provisions  for  future  losses,  and  COFACE  applies 
insurance  principles  only  to  the  business  on  its  own  account.  In  fact,  the  UK  and  the  US  as 
well  as  Canada  are  the  only  countries  which  require  such  provisions'^.  Without  such 
provisons  for  fiiture  losses  on  insurance,  guarantees  and  loans,  a  different  picture  emerges. 
The  adjusted  US  cumulative  deficit  would  have  been  $4.9  billion,  whereas  the  UK's,  due 
to  extremely  high  provisions  for  future  losses,  would  have  been  $2.4  billion  in  1991-92. 

A  closer  examination  of  the  US  Eximbank's  provisions  shows  that  those  for  loans  run  at 
$2.7  billion  whereas  those  for  insurance  and  guarantees  run  at  $517  million,  even  though 
the  outstanding  amounts  are  only  $8.7  billion  in  loans  and  $30.6  billion  in  insurance  and 
guarantees.  This  is  because  risks  associated  with  loans  are,  on  average,  higher  than  risks 
associated  with  insurance  and  guarantees'^. 

Through  provisions,  tomorrow's  losses  are  already  partly  accounted  for  in  today's  financial 
result.  As  a  result,  the  annual  financial  results  are  less  volatile  than  without  provisions  and 
represent  more  accurately  the  risk  -  and  finally  the  prospective  costs  -  inherent  in  the  loan, 
insurance  and  guarantee  portfolio.  However,  the  bottom  line  is  that  the  govertmient  has  to 
bear  the  deficit  anyway,  whether  the  loss  occurs  today  or  some  time  in  the  future.  British 
industry,  for  example,  was  afraid  that  the  government  would  be  too  generous  in  forgiving 
a  country  in  default  which  ultimately  would  make  the  losses  permanent.  The  problems 


'%ote:  excludes  $3,294  billion  in  appropriations  by  Congress  under  the  Credit  Reform  Act;  this  amount 
was  used  to  reduce  due  borrowings  at  the  Federal  Financing  Bank  at  the  Treasury;  the  amount  shown 
includes  the  previous  year's  accumulated  deficit  plus  the  net  loss  in  1992 

'^eter  Montagnon,  Exporters  in  anguish  at  debt  provisions.  Financial  Times,  London,  February  5,  1991 

20u.S.  Eximbank,  Annual  Report,  Washington  DC,  1992 


258 


24 


with  provisions  and  the  visibly  higher  deficit  is  that  discussions  fi'equently  boil  down  to  the 
point  when  the  deficit  figure  becomes  the  critical  argument.  This  gives  government 
departments  a  certain  advantage  over  independent  agencies  which  are  not  only  struggling 
for  appropriations  each  year,  but  also  have  to  justify  their  existence  periodically.  For 
example,  if  the  German  government  had  been  required  to  apply  the  same  provisioning 
policy  for  its  outstanding  commitments  as  the  US  Eximbank  did  for  its  loan  guarantees 
and  insurance  policies^l,  it  would  have  had  to  carry  $1.8  billion  in  reserves  to  provide  for 
fijture  losses  on  its  1992  balance  sheet22.  But  there  is  nobody  else  to  report  to  than  the 
parliament  whose  majority  is  normally  controlled  by  the  government  anyway.  In  the  US, 
on  the  contrary,  export  credit  insurance  is  not  a  departmental  matter  and  Eximbank  has  a 
much  harder  job  convincing  Congress  to  increase  current  support  levels  or  even  to  keep 
them. 

4.2      Comparison  of  subsidy  levels 


Subsidies  Granted  for  Export  Credit  Insurance  and  Loan 
Guarantees  (1987-1991) 


Chart  V 

Over  a  five-year 
period  (1987- 
1991),  France 
handed  out  a 
total  of  $8.1 
billion  in 

subsidies  for  its 
export        credit 
insurance 
operations     (see 
Chart     V    left). 
Following    at    a 
distance  is  Germany  with  $4.7  billion.  In  Japan,  newly-covered  exports  over  that  period 
required  almost  $4.2  billion  in  subsidies.  Exporters  in  the  UK  were  indirectly  granted  $3.1 
billion.  The  United  States  granted  by  far  the  least  fi-om  its  insurance  and  guarantee 


2lNote:  This  is  practically  meaningless  since  both  Hermes  and  Eximbank  have  completely  different  risk 
portfolios  upon  which  provisions  are  based 

^^Note:  This  figure  is  based  on  the  (unlikely)  assumption  that  Hermes  has  a  portfolio  similar  to 
Eximbank's  insurance  and  loan  portfolio  (off-balance  sheet  risk).  Eximbank's  provisions  for  off-balance 
sheet  risk  accounted  for  1.7  percent  of  all  outstanding  commitments  in  1992 
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operations:  only  $467  million.  In  1990,  Eximbank  recorded  an  $85  million  cash  surplus 
from  premium  income  and  recoveries.  In  addition  to  a  smaller  insurance  and  guarantee 
portfolio,  this  is  probably  the  reflection  of  a  very  risk-conscious  cover  policy  (see  also  3. 
Level  of  Assistance).  This  comparison  also  suggests  the  question,  "How  much  more  in  US 
exports  could  have  been  enabled  if  US  Eximbank  had  granted  even  half  as  much  in  indirect 
subsidies  as  Japan,  the  UK,  France  or  Germany?" 

These  numbers  may  be  used  as  an  indicator  of  how  serious  the  U.S.  government  has  been 
about  exporting  in  the  past,  and  they  serve  as  testimony  of  its  ongoing  neglect  of  the 
interests  of  US  exporters. 


Chart  VI 


Average  Subsidy  Rate  for  Government  Supported  Exports 
(1987-1991/92) 


Comparison  of 
those  indirect 
subsidies  with  the 
amount  of  exports 
supported  (Chart 
VI  left)  shows 
that  the  portion  of 
government- 
supported  exports 
is  more  heavily 
subsidized  in  the 
UK,  Germany  and 
France  than  it  is  in 

the  other  two  countries.  Particularly  striking  is  Japan's  low  subsidy  level,  as  a  result  of  the 

huge  amount  of  exports  supported. 
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Over  a  five-year  period,  the  United  States  extended  indirectly  2.8  cents  per  $100  in 
international  sales  to  its  exporters.  France  granted  90  cents  on  average.  The  United 
Kingdom  follows  with  39  cents,  Japan  trails  with  30  and  Germany  with  27  cents.  The  low 
value  for  the  US  reflects  its  strict  anti-subsidy  policy,  whether  or  not  the  interests  of  the 
exporting  community  have  been  taken  into  account 
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Average  Subsidies  (in  Cents)  per  SlOO  in  Total 
Exports  (1987-1991) 


Chart  Vn 

This  cxjmparison 
(Chart  vn  left) 
is  particularly 
useful,  because 
exports  that 
were  subsidized 
in  the  past  are 
likely  to  have 
produced  further 
exports  in  the 
future  for  which 

insurance  did  not  need  to  be  taken  out.  Export  financing,  therefore,  can  be  regarded  as  a 

tool  to  influence  future  exports. 

In  a  1991  comparative  study^^  the  authors  analyzed  the  subsidies  of  four  EC  countries 
(Germany,  the  UK,  France  and  Belgium)  for  export  credit  insurance.  Their  analysis 
covered  the  period  from  1976  to  1987  and  achieved  similar  resuks.  The  authors  concluded 
that  "unless  one  believes  that  the  period  considered  falls  short  of  what  the  GATT  code 
describes  as  a  period  of  sustained  losses,  this  evidence  [the  study]  indicates  that  GATT 
and  EC  rules  are  not  enforced". 


5. 


Resources  and  statutory  limits 


Compared  with  its  competitors,  the  US  Eximbank  does  not  have  the  same  financial 
flexibility.  For  example,  Eximbank  Japan  has  a  floating  liability  ceiling  based  on  its  capital 
and  reserves.  The  US  Eximbank,  on  the  contrary,  is  subject  to  Congressional  budget 
negotiations  and  the  resulting  credit  appiopriations.  These  limit  Eximbank's  potential  for 
annual  commitments.  Credit  Reform  enabled  a  greater  predictability  of  the  financial  result 
but  it  also  tied  Eximbank's  hands,  keeping  it  from  coming  even  close  to  its  statutory  limit 
(see  Chart  VIII  below). 


^^Filip  Abraham,  Inge  Couwenberg  and  Gerda  Dewitt,  EC  Policy  on  Export  Financing  Subsidies,  World 
Economy,  May  1992 
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Further,  for  its  task  of  getting  more  commercial  banks  involved  in  export  financing  (see  V. 
Implications  for  Export  Financing  Programs  in  the  United  States),  Eximbank  will  most 
likely  require  a  larger  administrative  budget.  In  1992,  its  competitors  in  Germany,  the  UK 
and  France  expended  on  administration  $64  (Hermes),  $90  (ECGD)  and  $87  (COFACE) 
million,  respectively.  Compared  with  Eximbank's  $37  million,  they  certainly  reflect  the 
higher  volume  of  applications  -  and  in  the  case  of  the  UK,  a  higher  staff  level  (760 
employees  versus  Exim's  350).  Hermes  employs  1,600  staff  but  they  share  other  tasks  on 
Hermes'  own  account  as  well.  COFACE's  personnel  level  is  1,200. 


Chart  Vm 


Statutory  Limits  and  Outstanding  Commitments  in 
Million  Dollars  (FY  1991) 
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The  French  BFCE 
and  Germany's  KfW 
are  hardly 

comparable  with 
Eximbank  since  they 
perform  a  wider 
range  of  tasks  than 
the  US  Eximbank, 
and  are  not  subject 
to  official  ceilings  on 
their  commitments. 
All  export  credit 
insurance     agencies 

are  in  one  way  or  another  dependent  on  their  respective  parliaments,  which  fix  their 
liability  ceilings.  As  Appendix  IV  shows,  Japan's  cumulative  limit^*  in  1993  ($521  billion) 
exceeds  the  United  States'  ($75  billion)  more  than  seven  times,  and  Germany's  limit  for 
guarantees  and  insurance  ($125  billion)  is  still  well  above  Eximbank's.  Even  the  UK,  which 
exports  half  as  much  as  the  US,  has  a  $12  billion  higher  statutory  limit.  The  utilization  of 
those  limits  varied  significantly  from  country  to  country  in  1991:  Germany's  limit  was 
almost  exhausted  with  92%  whereas  Japan  still  had  room  for  $262  billion  in  new 
commitments  equaling  only  35%  utilization.  The  UK  and  United  States  both  used  around 
60%  of  their  authority  which,  in  absolute  terms,  still  made  a  $13  billion  difference  -  in 
favor  of  the  British. 


[j  Statutory  Limit 


Q  Outstanding  Commitmenls 


^^Note:  The  cumulative  limit  includes  the  individual  limits  of  all  institutions 
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6.        Delivery  systems 

Ideally,  each  country's  delivery  network  (see  Appendix  X)  would  reflect  the  structure  of 
its  exporters  and,  consequently,  the  kind  of  companies  it  has  to  reach.  In  Germany,  private 
banks  function  as  the  natural  one-stop  shop  for  exporters  and  as  the  intermediary  for 
Hermes  and  KfW.  Hermes'  18  branch  oflSces  alone  could  not  efifectively  address  this 
clientele;  KfW  is  even  more  dependent  on  banks  since  it  only  operates  through  its 
headquarters.  France  relies  primarily  on  its  large  network  of  22  branch  offices. 
Commercial  banks  complement  the  delivery  of  public  programs.  Credit  Lyonnais,  for 
example,  maintains  169  business  centers  which  are  headed  by  Corporate  Branch  Groups  in 
each  of  the  21  directorates.  All  of  them  are  able  to  counsel  exporters  on  COFACE's 
programs.  The  fact  that  about  20,000  companies  were  insured  in  1990  underlines  the 
successful  delivery  of  COFACE's  services.  In  addition  to  BFCE's  20  branch  offices, 
COFACE  also  counsels  regarding  BFCE's  loan  programs.  In  Japan,  trading  companies  and 
large  corporations  account  for  most  of  its  exports,  allowing  EID  to  rely  on  its  six  branch 
oflBces.  Eximbank  Japan's  export  loans  are  also  accessible  through  five  domestic  offices. 


7.        Decision  making  bodies 

At  the  top  of  the  EC  A  decision-making  process  in  Germany  and  France  are  interministerial 
bodies.  In  Japan,  it  is  the  direct  responsibility  of  MITI  itself  In  the  case  of  Eximbank 
Japan,  a  single  person,  the  Governor,  makes  all  strategic  decisions  (e.g.,  cover  policy), 
whereas  at  KfW,  a  wide  range  of  interest  groups  -  from  trade  unions  and  commercial 
banks  to  the  Bundesbank  -  are  involved.  In  all  countries,  representatives  of  commercial 
banks,  insurance  companies  and  industry  are  involved  in  the  advisory  process,  except  in 
France,  where  corporations  are  not  represented  on  advisory  councils.  Only  in  France  and 
Germany  are  representatives  of  the  respective  central  bank  and  other  important  credit 
institutions  (BFCE,  KfW  and  AKA)  on  the  advisory  panel. 

In  France,  the  UK  and  Germany,  decisions  normally  require  the  consent  of  the  respective 
minister.  However,  all  ministries  have  delegated  substantial  authority  to  the  operational 
level.  In  Germany,  for  example,  there  is  a  version  of  the  interministerial  committee  which 
deals,  together  with  the  management  of  Hermes,  with  day-to-day  business  and  smaller 
transactions,  whereas  the  full  conunittee  meets  biweekly  to  decide  upon  larger  deals. 
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Opportunities  for  politically  motivated  decisions  are  more  likely  in  France,  Germany, 
Japan  and  the  UK  than  in  the  US.  This  is  because  the  respective  organization  is  integrated 
into  a  ministry  and  is,  therefore,  subject  to  the  government's  influence.  As  in  the  case  of 
France  and  Germany,  other  ministries,  e.g.,  the  foreign  ministry,  are  also  included  in  the 
advisory  process  and  have,  ultimately,  decision-making  power. 


8.        Cover  policy  and  restrictions 

None  of  the  countries  studied  has  programs  which  are  restricted  to  a  certain  size  or  type 
of  corporation.  A  geographic  emphasis  or  pattern  for  a  country's  support  depends  mostly 
on  a  country's  history  of  economic  and  cultural  relations  with  other  countries  or  regions, 
as  well  its  proximity  to  them. 

However,  France  and  the  UK  seem  to  pursue  a  strategy  which  targets  the  "Dragon" 
countries  in  Asia.  The  UK  focuses  on  a  few  Asian  export  markets  (e.g.  Indonesia, 
Malaysia,  China).  The  British  Overseas  Trade  Board,  which  is  affiliated  vnth  the 
Department  of  Industry  and  Trade,  declared  those  same  countries  as  target  markets. 
France's  commitments  in  this  region  "[...]  reflect  the  desire  of  the  state  to  promote  exports 
to  solvent  regions  with  growing  economies"25  also  indicating  an  explicit  government 
policy.  Another  emphasis  for  France  is  Airica,  mainly  due  to  its  past  as  a  colonial  power, 
and  Eastern  Europe.  Japan,  of  course,  concentrates  its  efforts  in  the  fast  growing  Asian 
market.  For  the  US  Eximbank,  Latin  America  is  the  most  important  region,  followed  by 
Asia.  Hermes  and  KfW  focus  their  activities  on  Asia  but  Eastern  Europe  ranks  second, 
and  this  share  is  still  growing. 

Only  in  the  UK  is  official  assistance  available  exclusively  for  capital  goods  and  projects. 
All  other  agencies  offer  -  at  least  in  theory  -  coverage  for  consumer  goods  as  well.  The 
circle  of  eligible  products  is  in  all  cases  very  vaguely  defined,  which  makes  it  eventually  a 
matter  of  undocumented  policy  to  determine  which  products  are  covered.  Only  Eximbank, 
due  to  its  charter,  is  directed  to  support  so-called  key  industries  which  contribute  over- 
proportionally  to  the  country's  improved  competitiveness  and  the  creation  of  high-skilled 
jobs  in  the  US. 


^^COFACE,  Annual  Report,  Paris.  1992 
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The  fact  that  all  of  the  French  government's  losses  and  (indirect)  subsidies  are  the  result  of 
-  or  concentrate  on  -  the  support  for  exports  of  capital  goods  and  large  projects  indicates 
that  the  France  has  set  out  certain  foreign  economic  priorities.  This  is  underlined  by  the 
fact  that  two  thirds  of  all  those  exports  are  covered  by  the  government,  up  from  35%  in 
1990. 

8.1  Targeting  of  industry  sectors 

An  analysis26  of  export  credit  subsidy  patterns  in  France  and  the  UK  shows  that  certain 
industries  were  granted  more  subsidies  than  others.  Only  a  few  sectors  accounted  for 
almost  all  subsidies.  Between  1981  and  1984,  in  the  first  eight  industry  sectors  that  were 
implicitly  subsidized,  the  subsidy  level  ranged  between  0.8%  and  4.2%  in  the  UK  and 
between  2. 1%  and  11 . 1%  in  France.  Whether  or  not  these  subsidies  are  the  expression  of 
a  written  policy  is  unclear. 

8.2  Targeting  of  export  markets 

Similar  findings  applied  to  export  markets;  some  are  more  subsidized  than  others. 
According  to  the  same  study,  coverage  for  exports  to  the  relatively  prosperous  newly 
industrialized  countries  produced  surpluses,  which  in  turn  were  used  to  subsidize  exports 
to  less  developed  markets,  such  as  Africa  in  the  case  of  Belgium.  Belgium's  colonial  past 
was  certainly  one  major  motivation. 

The  way  fees  and  insurance  premiums  are  calculated  for  certain  markets  offers  the  greatest 
potential  for  influence.  For  example,  in  all  countries  except  Germany,^^  insurance 
premiums  vary  from  export  market  to  export  market.  COFACE  employs  four  premium 
categories,  whereas  the  British  ECGD  and  US  Eximbank  determine  premiums  on  a  case- 
by-case  basis  similar  to  the  Japanese  EID.  The  consequence  of  a  single  flat  rate  is  that 
relatively  low-risk  countries  subsidize  exports  to  relatively  high-risk  countries. 


^%ilip  Abraham,  Inge  Couwenberg  and  Geida  Dewitt,  EC  Policy  on  Export  Financing  Subsidies,  World 
Economy,  May  1992 

^^Note:  Since  June  1992  a  system  comprised  of  five  categories  has  been  discussed  by  leading  interest 
groups  in  Germany 
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Other  influences  are  limitations  applying  to  certain  countries.  There  are  differences  in 
restrictions  placed  on  certain  export  markets  by  Hermes  and  Eximbank,  for  example. 
According  to  each  institution's  latest  list  of  limitations^^,  for  ten  markets  (e.g.  China, 
Brazil,  Jamaica,  Egypt,  etc.),  Eximbank  accepts  periods  exceeding  360  days.  There  are 
also  twelve  countries,  mainly  the  Newly  Independent  States,  for  which  Exim  does  not 
offer  any  form  of  support,  whereas  Hermes  does  -  with  significant  restrictions  (e.g. 
Armenia,  Georgia,  Kenya,  Croatia,  Lebanon,  Iran,  Tadschikistan,  etc.).  Only  in  the  case  of 
Nicaragua,  Eximbank  offers  coverage  whereas  Hermes  does  not.  Eximbank  has  no  special 
conditions  for  Mexico,  whereas  Hermes  applies  some  limitations. 

For  most  restrictions  found,  such  black/white  distinctions  were  not  possible  but  in  the 
cases  above,  they  were  clear.  In  some  cases,  such  as  Nicaragua,  Mexico  or  the  Newly 
Independent  States,  decisions  seem  to  be  influenced  by  political  considerations  rather  than 
risk  considerations.  However,  these  results  should  be  treated  very  cautiously  since  only 
the  individual  case  is  relevant  for  a  decision. 


9.         Government  policy 

The  UK  is  the  only  country  whose  government  has  indicated  a  major  change  of  its  policy 
through  the  privatization  of  ECGD's  short-term  business.  Since  1992,  government-support 
is  selectively  available  for  relatively  large  showcase  projects.  The  government  will  remain 
in  the  short-term  arena  by  providing  reinsurance  to  private  export  credit  insurers.  In  effect, 
the  level  of  assistance  has  not  changed.  The  implementation  of  EC  directives  which  intend 
to  put  all  business  up  to  two  years  in  the  private  market,  will  probably  not  be  completed 
any  time  soon. 

Germany  and  Japan,  on  the  contrary,  have  significantly  stepped  up  their  assistance  over 
the  past  three  years,  due  to  drastic  changes  in  each  country's  domestic  business 
environment.  Germany  is  struggling  with  reunification  and  is  trying  to  ensure  a  smooth 
transition  of  former  East  Germany's  economy  which  had  been  dependent  on  the  Newly 
Independent  States  as  export  markets.  In  Japan,  banks  are  struggling  with  bad  debts  in  the 
wake  of  the  revaluation  of  real  estate.  This  has  led  to  a  much  more  cautious  policy  toward 
loans,   export   credits,   and   associated   risks.   Japan's   high   coverage  for   exports   to 


2^List  of  Eximbank;  May  22, 1993;  List  of  the  German  Ministry  of  Economics  (Hermes):  March  1,  1993 
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industrialized  countries  is  a  reflection  of  the  new  cautiousness  of  banks^^. 

The  French  government's  willingness  to  support  exports  has  also  increased.  In  eflFea,  there 
are  no  subsidies  granted  to  short-term  business.  It  supports  only  large  projects  and 
contracts.  With  respect  to  the  EC  directive,  COFACE  is  probably  the  most  advanced  ECA 
in  Europe  -  but  only  because  almost  all  of  its  short-term  business  takes  place  within  the 
borders  of  the  EC,  which  uhimately  results  in  a  lower  risk  exposure  and  fewer  claims. 

The  actions  of  both  governments  indicate  that  support  for  exports  in  economically  difBcult 
times  or  worsening  business  environments  is  vital  for  their  national  economies  in  the  long 
run.  Their  respective  agencies  are  tools  to  help  implement  foreign  economic  policy. 


^^Conversation  with  a  representative  of  the  EID/MITI 
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III.        Evaluation  of  foreign  countries'  government-supported  export 
financing  systems 

1.  Japan 

In  Japan,  a  mere  3,800  out  of  6.5  million  companies  employ  more  than  500  people  -  a 
huge  small  business  community.  Exporting,  however,  is  mainly  done  by  the  major 
conglomerates  and  large  trading  companies,  which  are  unique  around  the  globe.  This 
distinguishes  Japan  from  the  other  countries,  where  the  majority  of  exporters  are  small. 

The  EID  can  rely  on  intermediaries  with  a  high  level  of  expertise.  Many  trade  associations 
are  more  or  less  strongly  affiliated  with  MITI.  MITI's  central  role  in  Japan's  business 
world  and  its  coordination  of  private  and  government  efforts  is  unusual;  only  France  has  a 
similar  system.  As  a  result,  delivery  of  its  programs  is  no  problem.  Japan's  Eximbank's 
export-related  activities  -  18%  of  all  new  loans  -  are  comparatively  insignificant. 

The  new  risk  consciousness  among  Japanese  commercial  banks  made  EID/MITI  extend 
coverage  to  industrialized  countries  as  well.  EDD's  insurance  terms  clearly  reflect  this  new 
mission:  relatively  low  risk  coverage  and  an  enormous  emphasis  on  short-term  business. 
The  EED's  unwritten,  overall  mission  seems  to  be  the  maintenance  of  an  export-friendly 
business  environment  in  Japan.  The  level  of  assistance  is  a  reliable  indicator. 

2.  United  Kingdom 

The  government's  attempted  retreat  from  the  export  credit  insurance  business  has 
obviously  failed.  Most  recent  events  in  the  reinsurance  market ^^  make  the  presence  of  the 
state  inevitable.  ECGD's  attempt  to  apply  insurance  principles  to  the  calculation  of 
premiums  failed,  since  it  left  exporters  at  a  disadvantage  with  international  competitors. 


^^  Export  Today,  Reinsurance  crisis  hits  short-term  insurers.  The  Institute  of  E.\T>ortS,  London,  May/June 
1993 
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The  UK  govenmient  now  seems  to  pursue  a  much  more  targeted  approach  with  respect  to 
export  markets  and  products.  It  has  recognized  that  more  exports  usually  follow  in  the 
wake  of  showcase  projects.  Within  Europe,  the  British  export  credit  insurance  market  best 
follows  the  EC  directive,  which  provides  for  privatization  of  the  short-term  business  (up 
to  two  years).  ECGD's  mission  is  "To  help  exporters  of  UK  goods  and  services  to  win 
business  [...]  by  providing  [...]  insurance  against  loss".  This  statement  gives  the  ECGD  the 
mandate  for  a  wide  scope  of  potential  business.  However,  the  British  system  leaves  the 
funding  of  transactions  completely  up  to  the  private  sector  -  which  demonstrates  the 
acceptance  of  its  programs  in  the  banking  community. 

3.  France 

France  provides  the  most  comprehensive  and  aggressive  support,  particularly  for  major 
companies.  COFACE's  objective  "[...]  to  guarantee  the  successful  outcome  of  foreign 
trade  transactions"  gives  it  the  authority  for  a  uniquely  wide  range  of  services  for 
exporters.  The  highly  centralized  coordination  of  all  export  promotion  efforts  is  supported 
by  an  extensive  delivery  network  and  high  acceptance  in  the  business  and  banking 
community.  This  reflects  the  government's  role  in  France's  corporate  world.  However,  in 
light  of  the  EC  directives,  France  stiU  has  a  long  way  to  go.  Support  for  French  exporters 
is  very  unlikely  to  decrease  in  the  short-term. 

4.  Germany 

The  mission  of  government  support  is  to  engage  in  export  assistance  only  if  the  risks 
involved  are  unacceptable  to  the  private  sector.  As  a  result,  most  efforts  -  and  losses  -  are 
concentrated  in  a  few  high  risk  markets.  Export  promotion  through  export  financing  is 
regarded  as  a  means  to  help  overcome  temporary  domestic  economic  problems;  it  is  a  tool 
to  help  implement  the  foreign  economic  policy  in  day-to-day  business.  The  complete 
delivery  of  its  programs  through  the  private  sector  has  turned  out  to  be  the  key  to  strong 
participation  of  small  exporters. 
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IV.       Obstacles  to  export  financing  through  commercial  banks 

Research  into  the  government-supported  export  financing  programs  of  France,  Germany, 
the  United  Kingdom  and  Japan  has  pointed  out  the  weaknesses  of  programs  in  the  United 
States.  The  1991  survey  of  the  TPCC  Working  Group  on  Trade  Finance  identified  some 
of  the  problems  in  the  field  of  export  financing.  Those  were  mainly  related  to  (1)  bank 
management,  and  (2)  the  perception  of  banking  regulations.  Interviews  with  senior 
commercial  bankers  as  well  as  a  representative  of  Eximbank  indicated  that  major  problems 
are  still  prevalent.  The  fact  that  only  348  banks  in  the  United  States  have  indicated  an 
interest  in  taking  advantage  of  Eximbank's  programs  is  the  result  of  an  accumulation  of 
individual  problems: 

(1)  The  debt  crisis  in  the  1980s  which  left  most  banks  with  bad  debts  and  bad  experience. 
However,  those  losses  were  not  attributable  to  small  business  but  rather  were  the 
consequence  of  poor  bank  management,  as  one  banker  pointed  out. 

(2)  Since  then,  bankers  associated  horror  stories  with  trade  financing,  and  the  cutting  back 
of  international  departments  has  been  the  "in"  thing.  As  a  banker  explained  it:  If  most  of 
your  local  competitors  are  sufifering  losses  in  the  area  of  trade  financing  operations,  top 
management  can  blame  the  trade  environment.  However,  if  you  were  engaged  in  trade 
financing,  the  management  would  be  blamed  by  press  and  shareholders.  The  r  'erse 
applied  to  the  time  before  the  debt  crisis,  when  making  loans  to  developing  c^nntri'is  was 
"in"  and  everybody  had  to  be  on  that  train. 

Consequently,  if  your  competitors  start  cutting  back  their  international  operations,  you 
will  have  to  follow  unless  you  want  to  expose  your  career  to  unusual  risks,  whether  or  not 
your  international  operations  are  profitable.  By  doing  so,  most  commercial  banks  have 
gradually  sold  out  core  competencies.  Many  loan  committees  or  policy  determining  bodies 
at  commercial  banks  have  decided  to  retreat  entirely  fi-om  trade  financing.  As  a  senior 
bank  official  put  it:  what  it  takes  most  is  committed  management. 

(3)  It  is  not  surprising  that  many  loan  officers  today  are  not  familiar  with  international 
transactions  and  financing.  The  majority  of  banks  have  lost  the  ability  to  evaluate  foreign 
receivables  and  are  anxiously  trying  to  avoid  any  lending  against  foreign  receivables.  This, 
however,  is  exactly  what  small  and  medium-sized  exporters  need  most.  They  usually 
do  not  have  extensive  assets  and  their  credit  lines  are  used  up  by  domestic  operations.  In 
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most  cases,  foreign  receivables  are  their  only  available  collateral.  This  is  the  point  where 
government-support  can  help  most:  by  providing  insurance  which,  in  turn,  allows  banks  to 
accept  foreign  receivables  as  collateral. 

(4)  Unfortunately,  it  is  not  that  easy  because  the  vast  majority  of  loan  ofRcers  are  either 
unfamiliar  with  the  programs  of  Eximbank  or  have  reservations  about  their  reliability  and 
credibility.  In  1991,  bankers  pointed  out  their  difficulties  with  some  programs  of 
Eximbank.  Interviews  with  senior  trade  financing  oflBcers  indicate  that  difiiculties  still 
exist. 

For  example,  Exim's  practice  of  "bundling"  loans  which  are  guaranteed  by  the  Working 
Capital  Guarantee  Program  is  not  as  workable  as  Eximbank  believes.  Accordingly,  only 
government  risk  is  available  for  securitization,  whereas  commercial  risks  are  not.  The 
latter  is  not,  however,  completely  eliminated  by  Eximbank's  guarantee. 

Similar  problems  were  indicated  in  Eximbank's  insurance  programs,  with  the  exception  of 
the  New-to-Export  Policy.  Accordingly,  the  policy's  conditionality  does  not  allow  the 
accurate  quantification  of  a  policy's  value  which,  in  turn,  leads  to  the  underlying  foreign 
receivables  not  being  recognized  as  collateral  for  loans.  Whether  or  not  these  problems  are 
justified  -  there  is  also  some  conditionality  in  Germany's  programs  -  a  difference  in  the 
programs'  perception  makes  them,  in  the  end,  less  marketable  by  Eximbank. 

(5)  The  different  perception  of  banking  regulations  by  bankers  and  the  regulators  creates 
obstacles  to  making  trade  financing  more  profitable.  In  fact,  bankers  tend  to  set  aside 
reserves  for  losses  although  they  are  not  explicitly  mandated.  The  result  is  a  lower 
profitability.  Similar  misperception  seems  to  exist  in  the  field  of  capital  requirements:  bank 
regulations  no  longer  automatically  put  trade  credits  in  the  highest  risk  category.  Many 
bankers'  perception,  however,  is  that  such  credits  still  fall  in  the  highest  risk  category. 

(6)  Even  if  banks  offer  trade  financing,  they  want  to  finance  only  large  transactions,  which 
are  fi^equently  considered  SIO  million  or  more.  It  is  no  secret  that  a  single,  large 
transaction  is  more  profitable  for  a  bank  than  a  few  small  ones.  But  once  economies  of 
scale  are  taken  into  account,  small  business  transactions  are  also  profitable.  ^^  Moreover, 
the  handling  of  foreign  transactions  is  a  d>'namic  process  -  which  means  that  with 


■»  1  Interviews  with  senior  ofRcals  of  commercial  banks 
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increasing  volume,  the  skills  of  personnel  will  increase  along  with  overall  profitability. 
When  asked  about  a  certain  target  clientele,  one  banker  mentioned  small  and  medium- 
sized  businesses;  even  new-to-export  companies  among  which  there  may  be  an  IBM  of 
tomorrow.  What  he  also  made  clear  was  that  he  seeks  a  direct  relationship  with  a 
manufacturer  rather  than  with  (risk  averse)  intermediaries.  This  statement  shows  some 
parallels  with  certain  German  banks  (co-op  banks^^^  savings  and  loans)  which  explicitly 
target  small  and  mid-sized  exporters  who  "are  most  profitable  for  them". 

Now,  as  the  focus  of  many  corporations  seems  to  be  shifting  increasingly  towards  foreign 
markets,  they  are  faced  with  the  results  of  the  purely  domestic  focus  of  previous  years: 
The  United  States  is  lacking  an  adequate  infi'astructure  for  export  financing.  As  a  banker 
with  a  large  European  bank  in  New  York  put  it:  the  US  is  25  to  30  years  behind  Europe. 
It  still  needs  to  establish  what  Europe  already  has. 


^^They  maintain  the  most  extensive  network  of  independent  branch  ofTices;  the  target  clientele  of  those 
locally  acting  banks  are  small  and  mid-sized  exporters;  their  transactions  are  processed  via  the  national 
or  regional  headquaners  of  their  roof  organization.  These  organizations  also  maintain  offices  abroad 
and  as  well  as  contacts  to  correspondent  banks.  In  addition  to  this  service,  they  offer  training  facilities 
for  ofRcers  of  their  member  banks,  and  have  experts  in  various  fields  of  trade  finance,  e.g.,  government 
programs  (domestic  and  export-related).  Further,  the  regional  or  national  headquarters  go  directly  after 
big  corporate  cUents. 
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V.        Recommendations  for  export  finance  programs  in  the  United  States 

The  problems  discussed  above  -  as  well  as  the  comparison  of  US  programs  with  those  of 
its  major  competitors  -  have  serious  implications  for  US  export  programs  in  the  future. 

1.         Delivery  of  programs 

Without  the  participation  of  a  greater  number  of  commercial  banks  in  the  delivery,  even 
the  greatest  efforts  by  state  and  federal  agencies  will  not  reach  a  significant  percentage  of 
the  small  business  community.  The  primary  objective  must  be  to  get  more  commercial 
banks  involved  in  the  delivery  of  Eximbank  products.  This  task  is  not  solely  an  operational 
problem  at  Eximbank.  It  is  rather  a  highly  political  issue  which  involves  the  interests  of 
various  government  agencies.  The  following  options  should  be  considered: 

(1)  One  of  the  bank  managers  interviewed  for  this  study  intends  to  get  about  twenty  larger 
regional  banks  to  engage  in  relationships  with  smaller,  independent  banks  and  to  function 
as  their  partner  for  international  business.  For  this  highly  sensitive  and  delicate 
relationship,  particularly  for  the  smaller  partner,  Eximbank  would  have  to  act  as  sponsor 
and  facilitator,  in  order  to  bring  together  those  interested  parties  and  help  them  establish 
an  organizational  framework. 

Eximbank  would  ultimately  assume  the  role  of  a  training  and  consulting  facility.  Those 
regional  banks,  in  essence,  would  function  somewhat  as  a  roof  organization  of  a  co-op  or 
a  savings  and  loan  bank  in  Germany.  Such  a  relationship  could  bring  enormous  benefits  for 
both  parties  involved.  Private  sector  contractors  could  also  be  used  in  this  outreach  effort. 

First,  the  smaller  bank  could  build  up  international  competency  and  create  stronger  ties  (a 
banking  relationship)  with  the  small  and  medium-size  business  community  that  otherwise 
would  try  to  go  to  the  regionals  (who  may  offer  trade  finance);  this  clientele  is  usually  too 
unprofitable  for  the  big  players. 

Second,  it  would  create  small  business  volume  at  the  regional  bank,  making  the  mass  of 
transactions  a  viable  business.  Exporters  who  grow  beyond  the  capacities  of  local  banks 
and  require  more  comprehensive  services  could  then  assume  a  banking  relationship  with 
the  regional  bank  without  having  to  terminate  the  local  bank  for  domestic  business. 
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Third,  it  would  put  Eximbank  in  a  key  position  to  (1)  promote  its  programs,  (2)  make 
bankers  and  their  staffs  more  familiar  with  its  programs,  and  (3)  change  the  thought 
processes  of  policy-determining  bodies  at  banks.  Almost  as  a  side  effect,  it  would  reduce 
bankers'  reservations  against  "government's  involvement"  in  the  private  market. 

This  idea  has  succeeded  in  Europe;  why  shouldn't  it  work  in  the  US?  The  key  is  to  find 
those  twenty  banks. 

(2)  Eximbank's  attempt  to  deliver  its  programs  through  SBA's  district  offices  to  increase 
its  outreach  has  not  been  very  effective,  according  to  a  report-'^  by  the  General 
Accounting  Office.  The  personnel  in  those  offices  are  lacking  the  training,  expertise  and 
consequent  familiarity  with  Eximbank  products.  On  the  other  hand,  Eximbank  has  the 
expertise  but  is  lacking  an  efficient  delivery  network.  SBA's  Export  Revolving  Line  of 
Credit  (ERLC)  is  similar  to  Eximbank's  Working  Capital  Guarantee  Program  and 
ultimately  creates  a  conflict  of  interest.  In  light  of  the  TPCC  process  and  the  potential 
reallocation  of  resources,  it  is  understandable  that  every  institution  tries  to  promote  its 
own  services,  leaving  the  exporter's  interests  on  the  sidelines. 

As  long  as  Eximbank  management  does  not  have  direct  control  over  the  personnel 
responsible  for  trade  financing  in  SBA's  field  offices,  federal  efforts  will  not  significantly 
improve  the  situation.  The  efforts  of  those  two  federal  agencies  need  to  be  consolidated  in 
order  to  come  closer  to  the  one-stop-shop  idea.  Ideally,  Eximbank  would  be  the  single 
institution  providing  government-supported  export  financing,  while  SBA  concentrates  on 
domestic  investment  loans. 

(3)  State  agencies  could  provide  the  delivery  network  for  federal  programs.  In  addition, 
they  could  offer  programs  that  meet  the  very  specific  needs  of  their  local  economies. 

The  first  option  is  clearly  the  most  desirable  and  should  be  the  priority.  It  is  also  the  most 
free-market  oriented  and  would  keep  the  government  out  of  the  private  market.  Further,  it 
is  probably  the  least  expensive  option  in  the  medium  and  long  run,  and  would  create  the 
urgently  needed  export  financing  infrastructure. 


^^  General  Accounting  Office,  Export  Finance  -  The  Role  of  the  U.S.  Export-Import  Bank.  GAO/GGD- 
93-39,  December  1992,  Washington  DC 
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The  other  two  options  should  cater  to  the  first  option,  which  means  they  should  facilitate 
larger  volumes  of  small  business  transactions  with  the  objective  of  creating  a  lucrative 
market  for  local  and  regional  commercial  banks.  However,  under  the  present  organization 
of  the  government's  eflforts  in  the  field  of  export  promotion,  including  export  financing, 
this  task  can  hardly  be  mastered. 


2.  Organization 

The  Commerce  Department  should  take  the  lead  in  the  TPCC  process  and  eliminate 
obvious  duplications  of  competencies  and  programs.  The  GAO  has  pointed  out  those 
duplications  in  a  series  of  reports  (see  References).  It  has  also  proposed  practical  and 
inexpensive  ways  to  bring  the  "one-stop  shop"  closer,  at  least  in  pilot  projects.  With 
respect  to  the  government's  trade  financing  activities,  the  TPCC  should: 

(1)  concentrate  all  eflbrts  on  Eximbank  programs 

(2)  ensure  adequate  delivery  through  SBA's  field  network. 

The  process  of  coordination  has  been  exhaustively  discussed  in  the  past.  The  TPCC  now 
has  an  unprecedented  opportunity  to  reorganize  resources.  It  is  definitely  not  the  time  to 
maintain  ineffective  and  inefficient  structures. 

3.  Level  of  Assistance  and  Budgetary  Considerations 

The  Competitiveness  Policy  Council,  a  bipartisan  national  commission  created  by 
Congress,  proposed  a  plan  for  new  export  expansion  with  an  increase  of  governmental 
export  credits  to  $20  billion  annually,  among  other  measures-^^.  At  present,  Eximbank's 
activity  is  limited  to  around  $15.5  billion  annually,  because  Congress  authorized  only  $757 
million  in  credit  subsidy. 

Eximbank's  mission  must  not  be  simply  to  support  exports  but  to  help  create  larger 
volumes  of  small  business  transactions  and  consequently  a  more  attractive  market  for 
commercial  banks.  In  light  of  Eximbank's  expanded  mission  (as  a  facilitator  of 
relationships  between  local  and  regional  banks)  as  well  as  for  increased  outreach  to  the 


^^  Trade  Policy  Subcouncil  to  the  Competitiveness  Policy  Council,  Washington  DC,  March  1993 
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small  business  community.  Congress'  appropriation  for  administrative  costs  and  the 
resulting  staff  level  appears  far  too  low.  At  the  present  level,  it  will  not  be  able  to  meet  the 
challenges  in  the  near  future.  The  comparison  with  competing  countries'  administration 
costs  and  staff  levels  (see  5.  Resources  and  Statutory  Limits)  clearly  shows  that  Eximbank 
is  underfunded. 

Given  the  $5  billion  in  foreign  sales  that  are  foregone  each  year  because  of  the  lack  of  an 
export  financing  infrastructure,  higher  appropriations  would  not  simply  be  a  one-time 
subsidy  but  an  investment  in  the  creation  of  an  improved,  less  exporter-hostile  business 
environment,  and  would  put  100,000  Americans  to  work. 
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VI.       Conclusion:  Export  Financing  -  Small  Business  in  a  Catch  22 
Situation 

The  engine  for  higher  levels  of  US  exports  is  the  mass  of  small/midsized  companies  and 
their  international  orientation.  Obviously,  the  lack  of  export  financing  is  one  of  the  major 
obstacles  to  finally  getting  the  US  ready  to  compete  in  the  21st  century.  The  following 
scenario  makes  the  point: 

Unless  there  is  enough  small  business  volume  for  individual  banks,  they  are  either  not 
willing  or  not  able  to  finance  small  deals  If  as  a  result,  the  greater  mass  of  exporters 
cannot  fill  their  orders,  the  volume  of  small  transactions  will  not  increase  either.  Which 
leads  us  to  a  classical  Catch  22  situation. 

The  government's  role  should  be  to  break  up  this  vicious  circle  and  help  create  a  viable 
infi-astructure  for  export  financing.  Eximbank  must  play  the  central  role  in  this  scenario  - 
under  a  new,  expanded  mission.  Recommendations  described  in  this  study  come  fi-om 
commercial  bankers  who  have  solid  experience  in  the  field  of  exporting,  and  deserve 
serious  consideration. 

Assistance  in  export  financing  should  be  regarded  as  a  tool  to  proactively  influence  the 
nation's  export  level  and  to  implement  a  foreign  economic  policy,  as  other  governments 
do.  It  should  not  be  necessary  to  match  other  countries'  competition  in  high  risk  markets 
unless  exporters,  particularly  small  ones,  cannot  find  financing  for  exports  to  industrialized 
countries. 

Our  government  must  recognize  the  importance  of  exports  for  employment  in  the  future. 
If  US  companies  are  not  able  to  beat  their  competitors  in  global  markets  -  with  or  without 
the  help  of  their  government  -  they  will  be  beaten  at  home  wath  the  subsequent  loss  of 
jobs. 

There  are  many  more  home-grown  obstacles  to  exporting  in  the  United  States  which  need 
to  be  tackled  and  will  be  part  of  a  fijture  SBEA  study.  For  now,  let's  make  some  progress 
in  export  finance.  It  must  be  readily  accessible  and  affordable.  Let's  design  a  workable 
system  now. 
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Appendix  I:  The  Importance  of  Exports  to  Individual  Countries 
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Japan 


Geimany 


Merchandise  Exports  as  %  of  GDP 


Source:  OECD  Direction  of  Trade  Statistics,  1992 
OECD  Main  Economic  Indicators,  1992 


Appendix  III  :  Organizations  Involved  in  Export  Financing  Programs  of  the  Governments 


France 

UK 

Japan 

Germany 

USA 

Export  loans 

BFCE 

a) 

Exim(J) 

KfW 

Eximbank 

Export  loan 

COFACE 

ECGD 

Exim(J) 

Hermes 

Eximbank 

guarantees 

EID/Mm 

SBA 

Export  credit 

COFACE 

ECGD(b 

EED/Mm 

Hermes 

Eximbank 

msurance 

Overseas 

COFACE 

ECGD 

EID/MITI 

Treuart)eit(c 

OPIC 

investment 

Exim(J) 

insurance  & 

loans 

a)  Direct  subsidy  for  fixed  rate  export  fmancing 

b)  Short-term  insurance  business  has  been  privatized  since  November  1991 

c)  Treuarbeit  is  partner  of  the  consortium  mandated  by  the  government 
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Appendix  IV:  Institutional  DifTerences  in  Countries 
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France 

UK 

Japan 

Germany 

USA 

Commercial  Risks  (%) 
Export  Credit 
Loan  by  Bank 

85-90 
95 

90-100 
100 

60-90 
80 

75-85 
85-95 

90-100 
90-100 

Political  Risks  (%) 

Export  Credit 
Loan  by  Bank 

90 
95 

90-100 
100 

95-97.5 
82.5 

90 
90-95 

90-100 
90-100 

Foreign  Content  (%) 
EC  member 
Other 

30/40 
30/10 

30/40 
30 

50 
50 

30/40 
30 

42.5/49 
42.5/49 

How  long  is  short-term? 

up  to  3 

1/2-2 

2 

up  to  2 

1/2-1 

Source:  Respective  export  credit  insurance  agencies 


Appendix  V :  Comprehensive  Export  Credit  Insurance 


France 

UK 

Japan 

Germany 

USA 

Who  is  the  policy  holder? 

-  Individual  Exp.       yes 

-  Intermediary          no 

n/a 
n/a 

no 
yes 

yes 
no 

yes 

yes 

Exemptions  possible? 

-  by  Buyer  Status^^  yes 

-  OECD  countries    no 

n/a 
n/a 

no 
no 

yes 
yes 

no 
no 

-  Confirmed  LCs      yes 

n/a 

yes 

yes 

yes 

Credit  Risk  coverage 

-  political                 90 

-  commercial            85 

n/a 
n/a 

95(^ 
90 

90 
85 

100  (95)(c 
90   (95) 

Pre-shipment  coverage 

(/wc/uded/o/7/ional)      opt. 

n/a 

incl. 

opt. 

opt. 

a)  buyer  status:  sovereign  or  private  biq«r 

b)  only  during  pie-shipment  period 

c)  equalized  coverage  optional 

Source:  Respective  esport  credit  insurance  agencies 
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Appendix  VI:  Overview  by  Type  of  Insurance  and  Guarantee 


France 

UK 

Japan 

Gennany 

USA 

Insurance 

Specific  policy 
Revolving  single bjyer 
Comprehensive 

X(a 
X 

X 

X 

X(b 

X 
X 
X 

X 
X 
X 

Guarantees 

Specific  guarantee                         X 
Guarantee  for  a  line  of  credit          X(c 
G.  for  Discount  of  Notes  and  Bills  X 

X 

X 
X 

X 

X 

X 

X 
X 
X 

a)  only  for  medium  and  long  tenn  business  (capital  goods  and  projects) 

b)  only  available  to  exporters  who  are  members  of  a  trade  association  (policy  holder) 

c)  requires  a  bank  to  insure  all  exports  loans  with  a  period  under  three  years 

Source:  Respective  export  credit  insurance  agencies 


Appendix  VII:  Overview  by  Program  and  Period 


France 

UK 

Japan 

Germany 

USA 

Loans 

short-term 

medium-term 

long-term 

X 
X 

a) 
a) 

X 
X 

X 
X 

X 
X 

Loan  guarantees 

pre-shipment 
short-term 
medium-term 
long-term 

X 
X 
X 

X 
X 
X 
X 

X 
X 

X 
X 

X 
X 
X 
X 

Insurance 

pre-shipment 
shoit-term 
medium-term 
long-term 

(X)(b 
X 
X 
X 

(X)(c 

X 
X 

X 
X 
X 
X 

(X) 
X 
X 
X 

(X) 

X 

X 

( )  Means:  optional 

a)  Interest  rate  subsidy  instead  of  a  direct  loan  program 

b)  Optional  for  consumer  goods;  included  with  projects  and  capital  goods 

c)  Provides  (1)  coverage  for  the  period  between  the  signing  of  the  contract  and  the  availability  of  finance; 
or  (2)  coverage  for  any  period  or  amount  which  could  not  be  covered  by  other  programs 
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Appendix  VIII:  Government  support  by  form  of  assistance  in  1991 


France 

UK 

Japan 

Germany 

USA 

Loans 

n.a. 

418(a 

2,029 

6,857 

776 

Guarantees 

n.a. 

3,699 

82,9630> 

7,773 

6,034 

Insurance 

aa. 

17,816(c 

76,594 

15,005 

4,554 

Total 

49.840^^ 

21.933 

160.551^^ 

22.778^^ 

11.364 

a)  Instead  of  a  direct  loan  program,  ECGD  provides  direct  interest  rate  subsidies  for  fixed  rate  export 
finance;  in  1991/92  ECGD  supported  7,054  million  Pound  Sterling  in  outstanding  export  loans 

b)  Can  be  used  as  insurance  as  well  as  guarantee 

c)  Short-term  Insurance  business  was  privatized  in  1991;  however,  the  government  still  provides 
reinsiu3nce  for  private  export  credit  insurers,  which  means  that  the  level  of  assistance,  in  efifect,  has  not 
changed 

d)  A  breakdown  was  not  provided  in  the  aimual  report;  includes  COFACE's  business  on  its  own  account 
which  is  reinsured  by  the  state 

e)  Supplier  credits  by  Eximbank  Japan  require  EID  coverage  and  are  thus  not  included  in  the  total  amount 

f)  Loans  by  KfW  require  Hermes  coverage  and  are  thus  not  included  in  the  total  amount 

Source:  Respective  export  credit  insurance  agencies 


Appendix  IX:  Comparison  of  Statutory  Limits  (Cumulative)  in  billion  dollars 


France 

UK 

Japan 

Germany 

USA 

1990 

not 

96 

354 

99 

58.75 

1991 

yet 

82 

403 

99 

58.75 

1992 

re- 

86 

510 

125 

58.75 

1993 

ceived 

n.a. 

52l(« 

n.a. 

75.00 

a)  The  increase  from  1 992  to  1 993  is  solely  due  to  the  appreciation  of  the  Yen  against  the  E>ollar,  in  Yen  terms,  the 
limit  decreased  8.7% 

Source:  Annual  reports  of  the  respective  export  credit  insurance  agencies 
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Appendix  X:  Comparison  of  Delivery  Networks 


France 

UK 

Japan 

Gennany 

U.S.A. 

Direct  counseling 

-  on  guarantees 

22 

1 

6+5 

15 

6+78fl> 

•  on  insurance 

22 

l(c 

6 

15 

6 

-on  loans 

20+22 

- 

5 

1 

6 

Counseling  by 

-banks 

yes 

n.a. 

n.a. 

yes 

parUy(d 

-  state  agencies(^ 

no 

no 

no 

no 

paitl/c 

a)  other  than  direct  counseling 

b)  SBA  includes  10  regional  and  68  district  offices;  each  ofEce  has  an  officer  designated  to  assist  exporter  clients; 
+  indicates  "independent  from  each  otbex' 

c)  only  medium  and  long-tenn  insurance 

d)  only  participating  banks 

e)  only  participating  states  ?nd  cities 

Source:  Annual  reports  of  the  respective  export  credit  insurance  agencies 
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SBEA  Mission  Statement 

The  mission  of  this  association  is  to  organize  and  activate 
into  one  effective  body  the  nation's  small  and  midsized 
exporters  and  to  increase  the  level  of  American  exporting 
through  educational,  financial  and  legislative  activities. 
SBEA  is  the  only  national  advocacy  organization  dedicated 
to  raising  the  proposition  of  exporting  for  America's 
economic  security. 
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Small  Business  Exporters  Association 

4603  John  Tyler  Court,  Suite  203 

Annandale,  Virginia  22003 

703-642-2490 

FAX  703-750-9655 
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TESTIMONY  OF 

STEPHEN  D.  COHEN 

PROFESSOR,  SCHOOL  OF  INTERNATIONAL  SERVICE 

THE  AMERICAN  UNIVERSITY 

WASHINGTON,  D.C. 

before  the 

SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS, 

AND  BUSINESS  OPPORTUNITIES 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

JUNE  2J,  1995 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  would  like  to  begin  by  thanking  the  Subcommittee  for 
inviting  me  to  present  my  views  to  your  hearings  concerning  the 
U.S.  government's  export  promotion  programs  and  their  specific 
effectiveness  in  assisting  small  businesses. 

My  comparative  advantage  in  offering  testimony  on  this  subject 
takes  the  form  of  a  scholarly,  dispassionate  perspective  on  the 
economic  context  of  U.S.  government  efforts  to  enhance  our 
country's  export  performance.  As  a  student  of  international 
economic  relations,  I  make  no  pretense  of  having  expertise  either 
in  the  commercial  side  of  exporting  or  in  the  details  of  specific 
export  promotion  programs.  But  at  the  same  time,  I  do  not  have  any 
special  interest  to  protect  or  interest  group  to  represent. 
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TEE  ECONOMICS  OF  EXPORT  PROMOTION  PROGRAMS 

The  overall  issue  of  the  desirsOsility  and  effectiveness  of  the 
U.S.  government's  maintaining  an  array  of  official  export  programs 
is  a  classic  example  of  a  "gray  area"  dilemma  posing  difficult, 
often  unanswerable  questions  to  policymakers.  Rational  arguments 
can  be  marshalled  to  either  praise  or  condemn  the  use  of  taxpayers' 
money  to  promote  the  business  transactions  of  the  relatively 
limited  number  of  companies  and  individuals  engaged  in  exporting- - 
and  sometimes  to  bestow  sxibsidies  on  foreign  purchasers  of  U.S.- 
made  goods.  The  search  for  optimal  policy  in  this  case  is  hindered 
by  the  inherent  difficulties  of  constructing  foolproof  analytical 
techniques  for  measuring  cause  and  effect  relationships  and  cost- 
effectiveness  with  regard  to  U.S.  export  promotion  efforts. 
Unfortunately,  definitive  conclusions  on  the  contributions  of  these 
efforts  cannot  be  provided  by  either  existing  economic  theory  or  an 
analysis  of  past  statistical  data. 

Arguably,  the  best  test  of  the  impact  of  official  export 
promotion  programs  would  be  to  suspend  all  of  them  for  several 
years  and  see  what  (if  anything)  happens  to  the  U.S.  export 
performance.  Even  then,  there  would  probably  be  some  disagreement 
as  to  which  changes  were  directly  attributable  to  such  a  suspension 
and  which  export  trends  would  have  developed  independently  of 
elimination  of  U.S.  promotional  efforts. 

The  use  of  governmental  funds,  personnel,  and  facilities  to 
support  the  policy  of  increasing  exports  is,  in  my  opinion,  a 
legitimate  function  of  government  if  two  basic  guidelines  are 
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followed.  First,  official  export  programs  must  be  consteuitly 
monitored  and  revised  in  the  wake  of  changing  economic  conditions 
and  needs.  Looked  at  individually,  the  U.S.  government's  current 
export  promotion  programs  are  very  distinctive  in  terms  of  cost  and 
apparent  effectiveness.  However,  the  sizes  of  these  programs  seem 
to  be  based  far  more  on  political  clout  and  historical  precedent 
than  economic  logic.  If  their  relative  magnitude  reflects  a 
clearly  articulated  and  enforced  set  of  official  priorities,  it  is 
most  assuredly  not  apparent  to  me. 

The  second  basic  guideline  is  that  export  promotion  efforts 
must  be  kept  limited  in  scope  and  expense  in  accordance  with  their 
limited  impact  on  the  total  level  of  U.S.  domestic  employment  and 
foreign  trade  flows,  as  well  as  the  likelihood  that  in  some  cases 
private  sector  resources  could  do  a  comparable  or  better  job. 

I  believe  that  a  much  needed  assessment  of  the  U.S. 
government's  array  of  export  promotion  efforts  should  pay  attention 
to  a  number  of  principles  that  follow  from  my  analysis  of  the 
domestic  and  global  economic  context  in  which  these  programs 
function: 

-Market  imperfections  are  so  pervasive  in  the  global 
marketplace  that  advocacy  of  a  totally  free  market  approach  to  U.S. 
export  performance  is  extremely  naive.  Good  products,  prices,  and 
marketing  strategies  are  necessary  but  not  sufficient  factors  to 
assure  export  success  in  any  country.  At  the  industry  or 
individual  firm  level- -especially  for  smaller  businesses- -the 
existence  of  export  promotion  programs  providing  market 
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intelligence,  representations  before  foreign  government  purchasing 
agencies,  or  concessional  lending  packages  can  be  a  critical 
factor. 

-While  exports  are  still  a  relatively  small  part  of  the 
overall  U.S.  economy  (GDP)  and  account  for  a  relatively  small 
percentage  of  the  total  labor  force,  they  are  desirable  and 
important  for  several  reasons.  By  definition,  relatively  high 
levels  of  productivity  prevail  in  those  domestic  economic  sectors 
which  can  successfully  compete  in  the  global  marketplace,-  this 
explains  the  data  which  repeatedly  find  jobs  in  the  U.S.  export 
sector  paying  well  above  average  wages.  In  addition,  export  growth 
can  be  a  major  source  of  U.S.  economic  growth.  The  increase  in 
U.S.  exports  ($185  billion  measured  in  real,  i.e.  inflation- 
adjusted,  terms)  between  1989  and  1994  was  equal  to  37  percent  of 
the  total  increase  in  real  U.S.  GDP  ($506  billion).  1 

Furthermore,  without  steady  increases  in  exports  of 
manufactured  goods,  the  decline  in  absolute  terms  of  jobs  in  the 
U.S.  manufacturing  sector  would  be  larger  than  is  the  case.  (The 
total  number  of  jobs  in  this  sector  is  today  lower  than  in  1985, 
mainly  because  of  increases  in  productivity.)  Until  it  can 
categorically  be  proven  that  good-paying  jobs  in  the  services 
sector  are  readily  available  for  semi-skilled  workers,  the  need  to 
assure  job  opportunities  in  the  manufacturing  sector  should  be 
taken  seriously,  both  as  economic  and  social  policy.  A  final 
virtue  of  exports  is  their  potential  for  helping  companies  achieve 
economies  of  scale,  whereby  production  costs  are  lowered  as  fixed 
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costs  are  amortized  over  a  greater  sales  volume. 

-When  measured  against  total  U.S.  economic  performance,  I 
believe  that  the  U.S.  government's  export  promotion  programs  will 
always  be  classified  as  "marginal."  Whereas  a  conpelling  case 
seems  to  exist  for  reordering  priorities  and  expenditures  within 
the  existing  system  of  U.S.  export  promotion  programs,  there  is  no 
compelling  reason  to  argue  for  a  significant  increase  in  budgetary 
outlays. 

These  programs  will  never  be  the  dominant  factor  in 
determining:  1)  the  international  price  con^etitiveness  of  U.S. 
companies  (monetary,  fiscal,  and  regulatory  policies  euid  corporate 
innovation  and  investment  outlays  are  infinitely  more  important  in 
this  regard)  ,-  2)  overall  employment  levels  (manufacturing  jobs 
account  for  a  mere  15  percent  of  the  total  U.S.  labor  force,  with 
agriculture  even  lower--below  3  percent);  3)  overall  U.S.  export 
flows  (currency  exchange  rates,  differentials  in  domestic  economic 
performances,  and  foreign  direct  investment  patterns  are  dominant 
factors) ;  or  4)  the  innovativeness  and  sales  hunger  of  Americeui 
companies  as  well  as  their  ability  to  produce  quality  goods  that 
foreigners  want  to  buy  and  to  provide  competitive  after- sales 
service- -none  of  which  are  functions  of  civil  servants. 

-Scuttling  all  export  promotion  programs  cannot  be  justified 
solely  in  terms  of  the  perceived  need  to  further  reduce  the  U.S. 
budget  deficit.  Their  aggregate  size  (about  $3  billion  annually) 
and  their  lack  of  year  over  year  increases  pale  in  significance  to 
the  size  and  rapid  growth  of  entitlements.  Their  elimination  would 
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surely  result  in  the  loss  of  a  fair  number  of  American  export 
sales,  a  trend  which  in  turn  could  be  expected  to  act  as  a  drag  on 
economic  activity  and  thereby  add  to  the  budget  deficit. 

-Whereas  statistics  (published  by  the  General  Accounting 
Office)  indicate  that  U.S.  government  outlays  as  a  percentage  of 
GDP  are  the  lowest  for  any  major  industrial  country,  no  correlation 
has  ever  been  demonstrated  between  the  amounts  of  these 
expenditures  and  export  success.  The  three  largest,  most 
successful  exporting  countries,  the  United  States,  Germany,  and 
Japan,  account  for  the  three  lowest  expenditures  for  export 
promotion  activities  as  a  percentage  of  GDP. 


TEE  MACROECONOMICS  OF  THE  U.S.  TRADE  DEFICIT 

The  Subcommittee  has  asked  me  to  specifically  address  the 
macroeconomics  of  U.S.  export  promotion  efforts.  I  am  delighted  to 

have  this  opportunity  because  I  believe  that  distorted  and 
erroneous  economic  analysis  can  be  found  on  both  sides  of  the 
policy  debate.  Some  advocates  have  presented  arguments  that  I  find 
artificially  optimistic;  some  critics  have  presented  arguments 
that  I  find  excessively  pessimistic. 

Supporters  of  these  programs,  including  the  bureaucracies 
involved,  argue  but  do  not  provide  proof  that  export  promotion 
programs  have  enormous  potential  for  stimulating  massive 
incremental  U.S.  foreign  sales.  Similarly,  some  of  these 
supporters  assert  but  do  not  prove  that  private  sector  advisory 
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firms  could  not  do  a  better  job  than  the  U.S.  government  in 
providing  both  marketing  intelligence  and  transactions  guidance  to 
existing  and  would-be  American  exporters.  If  there  is  a  vast 
opportunity  for  third  parties  to  induce  additional  U.S.  exports, 
one  would  have  to  surmise  that  a  pack  of  profit-seeking 
entrepreneurs  would  rise  to  the  occasion.  It  is  probably  true  that 
only  the  U.S.  government  can  afford  to  operate  an  information 
gathering  service  on  a  world-wide  basis .  But  I  fail  to  see  any 
reason  why  privately  owned  export  facilitators  could  not 
successfully  operate  on  a  country  or  regional  basis  if  their 
services  were  sufficiently  in  demand. 

In  a  response  dated  April  6,  1995  to  cjuestions  posed  by  this 
Subcommittee,  the  Director-General  of  the  U.S.  Foreign  and 
Commercial  Service  stated  that  intensified  governmental  efforts  to 
assist  small  and  medium-sized  companies  to  export  "can  make  a  huge 
difference"  in  the  U.S.  trade  deficit.  Without  a  convincing 
blueprint  of  action,  such  an  uncjualified  statement  is  a  triumph  of 
hope  and  self-interest  over  empirical  evidence.  The  reference  in 
this  letter  to  the  fact  that,  among  its  major  trading  partners,  the 
United  States  ranks  last  in  export  promotion  spending  on  a  per 
capita  basis,  as  a  percent  of  GDP,  and  in  relation  to  budgetary 
expenditures  proves  no  cause  and  effect  relationship  of  any  kind. 

While  the  advocates  are  promising  false  optimism,  the  critics 
are  bemoaning  a  false  ceiling  to  the  potential  for  increased  U.S. 
exports.  People  alleging  the  futility  of  official  export  promotion 
activities  usually  point  to  the  domestic  saving- investment 
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imbalance  as  "proof"  that  overwhelming  macroeconomic  forces 
inevitably  will  continue  to  inflict  a  large  trade  deficit  on  the 
United  States  until  after  something  is  done  to  reduce  the  Federal 
budget  deficit  and  increase  domestic  private  saving.  This 
assertion  is  erroneous. 

There  is  indeed  a  statistical  identity  between  a  country's 
level  of  saving  relative  to  investment  outlays  and  its  current 
account  position.  A  country  whose  total  domestic  saving  is 
inadetjuate  to  finance  private  investments  must  make  up  the 
difference  through  a  net  inflow  of  capital  from  the  rest  of  the 
world.  An  iron  law  of  balance  of  payments  accounting  dictates  that 
a  capital  account  surplus  must  be  offset  (or  financed)  by  an 
approximately  comparable  deficit  in  the  current  account  balance, 
i.e.  trade  in  goods  and  services.  However,  as  a  neutral 
statistical  identity,  this  axiom  does  not  indicate  cause  and 
effect.  A  non- competitive  economy  could  induce  big  budget  deficits 
and  low  rates  of  saving. 

There  is  nothing  in  economic  theory  which  precludes  the 
possibility  of  a  U.S.  export  surge,  presumably  aided  and  abetted  in 
part  by  effective  official  export  promotion  efforts,  materializing 
before  the  onset  of  some  combination  of  reduced  U.S.  budget 
deficits  and  increased  saving.  The  reason  is  simply  that  an 
increase  in  exports  would  increase  employment  and  corporate 
profits,  trends  which  in  turn  would  produce  increased  tcoc  revenues, 
reduced  outlays  for  unemployment  benefits,  and  increased  private 
saving.   An  export-led  reduction  in  the  current  account  deficit 
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would  be  followed  by  a  reduction  in  the  U.S.  saving- investment 
disequilibrium  as  assuredly  as  an  improvement  in  the  latter  would 
be  followed  by  improvement  in  the  current  account. 

A  second  widely  disseminated  argument  against  efforts  to  boost 
exports  is  the  assertion  that  an  increase  in  U.S.  exports  or  a 
narrowing  of  the  trade  deficit  would  increase  demand  for  dollars 
and  automatically  cause  am  appreciation  in  the  dollar's  exchange 
rate.  The  end  result  of  this  process  is  allegedly  an  offsetting 
diminution  of  U.S.  competitiveness  and  foreign  demand  for  U.S. 
goods.  Such  a  cause  and  effect  relationship  is  possible,  but  it  is 
neither  ineviteOale  nor  even  probeible.  Most  international  financial 
analysts  are  convinced  that  capital  flows,  not  trade  balances,  have 
become  the  critical  determinant  of  exchange  rates.  The  fact  that 
the  dollar  continued  appreciating  in  the  early  1980s  against  all 
major  currencies  in  the  face  of  a  steadily  deteriorating  U.S.  trade 
deficit  provided  vivid  proof  of  the  dominance  of  interest  rate 
differentials,  relative  investment  opportiinities,  speculation,  and 
the  general  business  atmosphere  in  determining  exchange  rate 
fluctuations.  The  sharp  depreciations  earlier  this  year  by  the 
dollar  relative  to  the  Japanese  yen  and  by  the  Mexican  peso 
relative  to  the  dollar  were  geometrically  greater  than  any 
accompanying  changes  in  trade  balances . 

My  bottom  line  conclusion  here  is  that  in  macroeconomic  terms, 
there  is  clearly  a  potential  for  expanded  U.S.  exports  and  that 
such  an  expansion  would  be  highly  desirable  for  the  United  States. 
No  arbitrary  ceiling  on  U.S.  exports- -theoretical  or  real --is 
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imposed  by  U.S.  macroeconomic  policies  or  floating  exchange  rates. 
When  it  comes  to  analyzing  official  export  promotion  programs, 
there  are  two  major  economic  unknowns:  1)  how  significant  is  the 
degree  to  which  they  can  collectively  contribute  to  increased 
exports,  and  2)  which  programs  are  cost-effective  means  of  inducing 
increased  export  activity. 


RECOMMENDATIONS 

It  is  my  view  that  the  macroeconomic  context  of  U.S.  export 
promotion  programs  provides  no  basis  for  a  persuasive  case  to 
maintain  the  status  quo  and  no  basis  for  a  persuasive  case  to 
trigger  an  across-the-board  elimination  of  or  reduction  in  all 
programs.  They  are  acceptable  second-best  responses  to  the  absence 
of  a  perfectly  functioning  global  market  mechanism  based  on  free 
trade.  They  are  also  second-best  responses  to  official  policy 
failures,  i.e.  failure  to  convince  other  governments  to  join  in  a 
mutual  cessation  of  all  officially  subsidized  export  lending. 

Over  the  ten  year  period  beginning  in  1985,  the  United  States 
has  amassed  a  cumulative  merchandise  trade  deficit  of  $1.25 
trillion  dollars,  an  amount  unprecedented  in  world  history.  A 
record-breaking  trade  deficit  in  excess  of  $175  billion  appears 
likely  in  1995.  Economic  theory  suggests  that  large  disequilibria 
are  not  sustainable  over  the  long-term.  Economic  theory  states 
that  the  desirable  means  of  closing  the  trade  deficit  is  to 
increase  exports,  not  to  restrict  imports.   To  a  limited  extent. 
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cost-effective  export  promotion  measures  can  contribute  to  this 
objective.  They  should  be  viewed  as  a  useful  coirponent  of  an 
economic  policy  package  which  etr^jhasizes  the  more  important 
governmental  determinauits  of  enhanced  U.S.  export  performance,  most 
notably  sound  domestic  monetary  and  fiscal  policies  amd  a  vigorous 
effort  to  reduce  foreign  trade  barriers. 

At  least  three  current  economic  events  suggest  that  the  time 
is  propitious  for  a  major  reordering  of  priorities  in  the  U.S. 
government's  export  promotion  efforts:  the  Congress's  vigorous 
commitment  to  reducing  the  Federal  budget  deficit,  the  potential 
realignment  of  trade  policy  organization  if  the  Department  of 
Commerce  is  down-sized  or  eliminated,  euid  the  agricultural 
agreement  implemented  by  the  Uruguay  Round  of  trade  negotiations 
mandating  reduced  in5)ort  barriers  to  agricultural  trade,  as  well  as 
reduced  production  cmd  export  subsidies  for  agricultural  goods. 

The  agreement  on  agriculture  is  especially  relevant  because 
the  disproportionate  eunount  of  U.S.  export  promotion  expenditures 
on  behalf  of  agriculture  presents  a  prima  facie  case  that 
contemporary  export  promotion  efforts  more  closely  reflect 
political  clout  euid  historical  patterns  than  contemporary  economic 
need.  I  cannot  help  but  conclude  that  an  illogical  situation 
exists  when  agricultural  goods  account  for  only  9  percent  of  total 
U.S.  exports,  but  the  Department  of  Agriculture  has  spent  nearly  60 
percent  of  the  government's  annual  export  promotion  outlays  in 
recent  years . 
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Retention  of  some  export  promotion  programs  may  be 
unjustifiable,  e.g.  the  Market  Promotion  Program  which  has  mainly 
subsidized  the  foreign  advertising  costs  of  large  U.S.  agribusiness 
companies.  Conversely,  a  closer  look  at  existing  official  export 
assistance  to  medium  and  smaller-sized  firms  may  lead  to  the 
conclusion  that  it  is  insufficient  on  two  grounds:  the  relatively 
severe  financial  obstacles  limiting  the  ability  of  such  businesses 
to  discover  and  exploit  overseas  market  opportunities,  and  the 
relatively  untapped  potential  of  this  large  segment  of  American 
industry  to  develop  export  markets . 

I  conclude  with  the  hope  that  the  Executive  and  Legislative 
branches  will  work  together  to  analyze  the  appropriate  ways  to 
rationalize  Washington's  export  promotion  function- -increasing 
budgetary  support  where  appropriate,  reducing  or  eliminating  some 
programs,  and  examining  means  of  privatizing  other  efforts.  The 
Trade  Promotion  Coordinating  Committee  has  made  some  progress  in 
developing  the  strategic  plan  for  export  promotion  activities  that 
was  mandated  by  the  Export  Enhancement  Act  of  1992 .  But  this  task 
is  far  from  complete. 

U.S.  export  promotion  policy  is  today  very  much  in  need  of  a 
coherent,  cost-effective,  and  comprehensive  set  of  priorities  and 
a  unified  budget  proposal  which  reflects  and  justifies  these 
priorities.  Additional  legislation  to  expedite  action  in  these 
areas  may  be  necessary. 
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1.  Gross  exports  are  not  technically  a  component  of  GDP;  instead, 
net  exports  of  goods  and  services  after  imports  are  subtracted  are 
calculated  as  part  of  GDP.  The  exports  and  iir?)orts  con^onent  of 
U.S.  GDP  has  been  a  negative  number  since  the  early  1980s  and  will 
remain  so  until  the  termination  of  the  U.S.  current  account 
deficit .  The  source  for  the  data  on  real  GDP  and  exports  was 
Federal  Reserve  Bank  of  St.  Louis,  Annual  U.S.  Economic  Data.  May, 
1995. 


OONALO  A.  MANZULLO 
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Stephen  D.  Cohen,  Ph.D. 
Professor 

International  Relations 
The  American  Univeraitv 


Dear  Stephen: 


I  want  to  take  this  opportunity  to  thank  you  for  participating  in  last 
Thursday's  hearing  before  the  Small  Business  Subcommittee  on  Procurement, 
Exports,  and  Business  Opportunities  on  federal  export  promotion  programs.   I 
appreciated  hearing  your  expertise  in  international  economics  on  this  critical 
issue. 

If  you  had  any  further  thoughts  to  add,  especially  on  the  Subcomraittee's 
assignment  regarding  trade  reorganization,  I  would  truly  appreciate  your 
insights.   If  you  believe  the  19  trade  agencies  of  our  government  need  to  be 
reorganized  (please  see  enclosure),  I  welcome  your  contribution  as  to  how 
those  functions  could  be  consolidated,  streamlined,  and/or  rearranged.   In 
response  to  the  request  of  the  Subco.Timittee '  s  ranking  ir.Lnority  Member, 
Representative  Clayton,  if  you  do  not  believe  these  trade  functions  need  to  be 
reorganized,  we  would  also  welcome  your  input  into  how  the  19  agencies  of  the 
Trade  Promotion  Coordinating  Committee  (TPCC)  can  better  interact  and 
coordinate  with  each  other  to  promote  U.S.  exports. 

Thank  you  for  your  kind  attention  to  my  request.   I  isk  that  any  written 
submissions  reach  the  Subcommittee's  office  at  the  above  address  or  by  fax  at 
(202)  225-8950  by  Friday,  July  21.   Any  questions  can  be  directed  to  the 
Subcommittee's  staff  director,  Phil  Eskeland,  at  (202)  225-9368.   3est  wishes. 


Donald  A 

Chairman 
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THE  AMERICAN  UNIVERSITY 

WASHINGTON,  DC 


July  8,  1995 


Dear  Congressman  Manzullo: 


I  am  pleased  to  respond  to  your  letter  of  June  27,  requesting 
additional  thoughts  on  trade  reorganization,  especially  as  it 
applies  to  export  promotion. 

In  order  to  provide  details  on  my  suggestion  for  optimal 
organizational  reform,  I  have  enclosed  photocopies  of  the  relevant 
pages  of  the  fourth  edition  of  my  book.  The  Making  of  U.S. 
International  Economic  Policy.  Since  the  initial  publication  of 
the  book  in  1975,  I  have  been  recommending  consolidation  of 
responsibilities  for  trade  policy  formulation  and  management  of 
trade  programs  into  a  single  department  of  international  commercial 
policy.  The  Trade  Promotion  Coordinating  Committee's  apparent  lack 
of  leadership  and  focus,  as  suggested  in  testimony  given  to  your 
subcommittee,  suggests  that  this  operation  has  been  a  perfect  case 
study  supporting  my  assertion  that  the  Executive  Branch  needs 
someone  clearly  in  charge  of  overall  U.S.  trade  policy,  i.e.  an 
agency  that  is  clearly  first  among  equals. 

Per  Congresswoman  Clayton's  query  as  to  how  to  make  the 
existing  organization  work  more  effectively,  I  would  reiterate  what 
I  said  in  my  testimony:  Congress  needs  to  pressure  the  agencies 
comprising  the  TPCC  to  complete  the  task,  assigned  to  it  in  the 
Export  Enhancement  Act  of  1992,  to  produce  a  strategic,  coherent, 
and  cost-effective  master  plan  for  export  promotion.  If  it  is  not 
forthcoming.  Congressional  pressure  or  formal  legislation  should  be 
seriously  considered.  In  the  absence  of  a  Congressional 
initiative,  I  suspect  the  various  agencies  will  spend  most  of  their 
time  and  energy  protecting  the  status  quo  and  protecting  their 
turf,  while  expending  relatively  little  effort  to  implement 
necessary  programmatic  and  budgetary  changes . 

I  wish  to  again  thank  you  for  the  opportunity  to  address  your 
Subcommittee.  If  you  should  wish  to  further  discuss  the  issue  of 
reorganizing  the  U.S.  government's  trade  policy  apparatus,  do  not 
hesitate  to  call  on  me.  I  do  not  believe  it  is  providing  maximum 
assistance  to  large,  medium,  or  small  businesses.  Let  me  also 
thank  you  for  sending  me  a  copy  of  the  Commerce  Department's 
unwieldy  schematic  diagram  of  how  the  TPCC  member  agencies  fit  into 
the  export  promotion  effort.  I  intend  to  use  it  in  subsequent 
editions  of  my  book  to  provide  further  graphic  evidence  of  the 
unnecessary  complexity  of  the  trade  policymaking  process. 

Sincerely, 

Stephen  D.  Cohen 
Professor 

School  of  International  Service 
4400  Massachusetts  Avenue,  N.W.,  Washington,  D.C.  20016-8071   (202)  885-1600   Fax:  (202)885-2494 
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ovcrvi/ctl.  .uul  iillimatcly.  a  duplicalion  (if  the  orpani/alidn  (hat  already  exisls. 
With  rcparil  to  limine,  the  best  time  by  far  \o  begin  implementing  the  trade 
department  icica  windd  be  during  a  presidential  transition.  |->ef(ire  cabinet  mem- 
bers have  been  named,  while  the  private  sector  is  seeking  to  mold  the  best 
possible  relations  with  a  newly  elected  administration,  and  while  the  electoral 
mandate  is  still  fresh  in  everyone's  mind.  Once  in  office,  an  administration  will 
need  to  emphasize  patient  reasoning,  tenacity,  and  deep  commitment  to  attain 
congressional  approval  of  the  two  new  cabinet  departments  recommended  in  the 
next  secti(»n. 

The  pn>po»;als  for  changes  in  existing  organization  and  pnxrediires  that  follow 
have  been  divided  info  two  categories.  The  first  includes  those  proposals  designed 
to  affect  p<ilicyniaking  slnicturally  by  changing  the  locus  (»f  decision  making 
and  by  changing  the  means  by  which  different  [>ersix:ctives  and  recomtucndalions 
are  introduced,  discussed,  and  evaluated.  The  second  categor)'  encompasses  the 
pnKcilural  clement:  mechanical  techniques  desipncil  to  streamline  the  policy 
tnachincry.  make  its  management  more  cflicient.  provide  better  support  to  pol- 
icymakers, anil  generally  upgrade  professional  skills.  Both  categories  have  the 
ci>mmon  purpose  of  improving  the  end  result,  but  they  arc  two  different  means 
of  achieving  better  international  economic  policy. 

STRUCTURAL  CHANGES 

E.s(ablishmont  of  a  Department  of  International  Commercial 
Policy — Or  It.s  Equivalent 

The  dilemmas  facing  U.S.  trade  policy  are  becoming  more  complex  while  the 
stakes  are  getting  higher.  Although  good  organization  is  never  a  guarantee  of 
gcKxl  policy  substance,  the  existing  shortcomings  of  the  U.S.  trade  policymaking 
process  are  increasingly  less  likely  to  measure  up  well  to  constant  change  in  this 
sector.  In  addition  to  the  seemingly  endless  profusion  of  new  trade  issues,  there 
is  the  seemingly  endless  broadening  of  the  trade  agenda  to  incorporate  such 
domestic  issues  as  comparative  business  regulation,  tax  policy,  environmental 
protection,  anti  labor  standards.  There  is  ever)'  indication  that  the  U.S.  govern- 
ment will  increasingly  choose  to  ".supplement"  the  free  market  with  ,nd  hoc 
ventures  in  managed  trade.  In  short,  trade  problems  will  become  no  easier  and 
no  fewer,  yet  few  people  are  happy  with  the  results  of  U.S  trade  policy  today. 

The  demonstrable  increase  in  the  impact  of  the  external  sector  on  the  American 
economy  and  on  U.S.  foreign  policy  suggests  that  a  stronger  cabinet  voice  should 
exist  to  formulate  and  advjKaie  a  coherent  trade  strategy.  The  existing  depart- 
ments cannot  do  this,  for  their  institutional  culture  and  expertise  f(x:uses  on  other 
slices  of  the  policy  pic.  and  they  seek  to  sene  other  constituencies.  The  Office 
of  the  U.S.  Trade  Representative  (USTR)  is  impaired  in  providing  the  optimum 
voice  on  trade  because  it  lacks  the  resources  and  prestige  of  a  cabinet  department. 
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A  sironp.  fully  cmp(»\vcrcd  department  would  he  the  most  ctlitient  nic:ins  lo 
dcvcU'p  a  lonji-lcmi  consensus  on  the  objectives  and  priorities  of  US.  trade 
policy  and  the  tatties  to  achieve  them.  A  strong  trade  department,  unlike  existing 
agencies,  would  be  in  a  position  to  argue  effectively  against  another  round  of 
indifference  to  the  competitive  implications  of  an  overvalued  exchange  rate  for 
the  dollar.  Such  a  department  also  would  allow  for  more  than  the  one  or  two 
USTR  officials  assigned  in  recent  years  to  work  exclusively  and  full-time  on 
Japan,  arguably  the  United  States'  most  important  trading  partner,  as  well  as 
the  single  largest  source  of  the  U.S.  trade  deficit. 

0>nsequenlly.  a  c<impclling  intellectual  aru<imcnt  can  be  in.ulc  for  consoli 
dating  the  bifurcated  tnulc  iiolicymakinp  process  crc;itcd  by  ilic  l*)X()  rcor>;;tni 
zaiion  effort.  A  Department  of  lnlcmalion;il  (^'lumcrcial  Polit.\  (l)K'I')  should 
be  created  as  the  comprehensive,  undisputed  fcKai  point  lor  the  management  of 
international  trade  and  investment  p<ilicics.  It  can  be  relatively  easily  established, 
mainly  by  the  marriage  of  the  Office  of  the  USTR  with  parts  of  the  Commerce 
Department's  International  Trade  Administration  (ITA».  There  is  no  compelling 
administrative  logic  in  maintaining  the  current  separation  of  the  trade  p<»licy 
formulation  function  in  USTR  from  the  program  administration  function  in  ITA. 
There  is  only  the  fear  of  the  unknown  and  the  ptipulariiy  of  USTR's  unique 
organi7ational  status  as  an  operational  unit  within  the  Hxecutive  Office  of  the 
President. 

A  centralized  trade  department  (or  an  expanded  USTR)  is  the  best  vehicle  for 
instilling  greater  coherence  to  policy  and  providing  greater  consistency  between 
policy  goals  and  program  administration.  It  would  diminish  the  abilities  of  clever 
lobbyists  and  foreign  governments  to  exploit  the  existing  decentralized  system 
through  dividc-and-concjuer  tactics.  A  single  trailc  department  would  reduce  the 
wasted  effort  that  regularly  results  from  unproductive  bureaucratic  struggles  for 
trade  policy  supremacy.  The  chief  rationale  for  centralizing  trade  pi^licy  re- 
sponsibility in  a  single  ministry  is  not  the  promise  of  quick  or  dramatic  im- 
provements in  the  quality  of  trade  policy  or  in  the  arithmetic  of  the  very  large. 
lingering  U.S.  trade  deficit.  The  chief  rationale  is  that  there  will  be  better  odds 
that  improved  trade  policy  and  performance  will  emerge  in  the  future.  The 
promise  of  marginal  benefits  at  the  very  minitnum  siili  nll(>vvs  this  oriziini/nlional 
change  to  be  deemed  cost-effective. 

A  Department  of  Inlemationai  Commercial  Polic\  \M)iii(l  ho.  after  the  presi- 
dent, the  voice  that  most  matters  in  all  facets  of  foreign  trade  and  investment 
relations.  It  would  be  the  intellectual  focal  p<iint  for  the  government's  thinking 
in  these  areas,  the  clearly  designated  trade  negotiator  on  behalf  of  the  president, 
and  the  sole  source  of  "dctinilivc"  public  policy  sf.-iJcmenis  <>n  behalf  ol  the 
executive  branch  Nevertheless,  the  new  department  would  m*!  singlchandedly 
dictate  trade  policy,  rather,  it  would  be  a  clearly  visible  first  among  equals.  St 
would  not  operate  as  an  island  unto  itself,  but  as  the  unambiguous  head  of  an 
ongoing  interagency  pnKCss  where  specialized  inputs  would  siiH  he  rcnilarlv 
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received  on  behalf  of  all  ihc  appropriate  constituencies  of  trade  policy:  industry, 
lahor.  agriculture,  services,  foreign  trading  partners,  balance  of  payments  and 
rinanci.nl  concerns,  consumers,  the  environment,  and  so  on. 

The  pro|>osc(l  rcarranpcmcnl  of  rcsponsihililics  and  altered  orcani7alion  charts. 
a«;  appro[vi;iic  a>.  ihcv  arc.  shoiild  not  Iv  Ihc  end  of  the  rcorcani/alion  cfforl. 
Ihcro  ncciK  to  K*  a  ilc  facto  inlclIccHial  rcori!ani/aJioii  in  Ihc  form  of  a  izcnuinc 
commilnioMl  by  the  While  lloii«:c  and  the  Conerc^s  to  cicvalc  trade  policv  to  a 
m(TC  iujpoTlant  siatus  in  the  hierarchy  of  p<»licy  priorities.  In  short,  iho  U.S. 
jjoNcrnmcnl  shonlil  l'o  K'vond  lip  service  and  cosniclic  alterations  in  responding 
to  Ihc  implicalioMs  i>f  ihc  conlinuinc  trend  toward  further  "inlcm.Tlionali7alion" 
of  ihc  domestic  economy,  something  h^nc  rccopni/cd  and  vicoroiisI\  pursued 
hy  all  oiIkt  indtisiriali/cd  countries.  The  U.-S.  g«»vcrnmcnt  also  needs  l(»  establish 
the  broad  «Millincs  of  a  cjunpclilivcncss  siralcpy  that  enhances  the  ability  of  Ihc 
American  economy  to  c«»mpctc  internationally.  The  right  kind  of  organizational 
chance  could  provide  the  catalyst  for  these  major  policy  changes. 

The  results  of  the  1980  trade  reorganization  only  make  sense  when  viewed 
as  a  convenient  compromise  between  a  number  of  senators  who  wanted  to 
establish  a  new  trade  dcparlmenl  and  the  Carter  administration,  which  was  re- 
luctant to  go  beyond  anything  but  the  most  minor,  cosmetic  organizational 
changes.  The  current  "two-headed"  arrangement  is  better  than  the  even  more 
scattered,  disjointed,  illogical,  and  duplicative  jurisdictional  responsibilities  in 
the  trade  policy  organization  that  preceded  it.  Nevertheless,  the  results  of  the 
l<)SO  reorganization  hxik  as  if  they  were  designed  by  a  committee.  The  admin- 
islralivc  intecration  pnKcss  is  incomplete,  and  there  is  no  inherent  or  compelling 
reason  to  believe  that  the  l'>Xt)  changes  arc  dclinilivc. 

1  raile  policymaking  organization  in  the  United  Slates  in  late  l')9.^  is  more  a 
reHeclion  '^f  hisioHcal  and  personality  considerations  than  adminisiralivc  sound- 
ness or  common  sense.  It  is  still  more  appropriate  l<i  a  sec«indary  national  concem 
than  lo  the  inip<irtant  one  trillion  dollar-plus  "business"  created  annually  in  the 
United  Stales  by  cxp<')rts.  imports,  and  two-way  foreign  direct  investment  capital 
flows 

Ihc  Uniicil  Slates  is  unique  among  industrialized  countries  in  noi  having  a 
single  minisin,  or  agency  charged  with  the  overall  directi«)n  of  trade  policy, 
llicrc  arc  three  explanations  that  immediately  present  themselves.  The  first  is 
ihal  this  country  knows  something  (or  does  something)  that  nobody  else  does. 
If  so,  it  is  a  well-hidden  secret.  The  advantages  of  a  single  designated  spokesman 
for  trade  policy  when  dealing  with  foreign  governments  is  obvious.  Dismissing 
this  answer,  we  come  secondly  to  the  possibility  that  the  U.S.  internal  situation 
is  so  extraordinary  that  a  trade  ministry  is  wholly  inconsistent  with  reality.  While 
one  can  argue  that  the  more  powerful  models  of  such  a  ministry  (for  example, 
the  MITI  in  Japan)  are  inappropri.ite  lo  the  tenor  of  U.S.  government-domestic 
business  relations,  the  abstract  notion  of  a  trade  ministry  is  not  at  odds  with  Ihc 
US  experience  This  leaves  a  third  explanation:  U.S.  international  trade  and 
i/ue^lmcrU  [>'>li(\   nnvuii/alion  Ins  rrown  picceinea!.  innncnced  In   hisloriral 
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circumstances  and  the  chance  presence  of  strong  personalities  in  the  executive 
branch  and  Congress.  Existing  organization  is  accepted  and  tolerated  because 
"that's  the  way  we've  always  done  it." 

l.I.S.  Ir;ulc  p<^iicy  is  linked  closely  with  foroipn  investment  p(»licy.  At  the 
b<>llnni.  there  is  the  contepluni  link  of  their  heinc  the  l\\n  principal  market 
oriented  phenomena  with  the  e<>min<ni  hiisine'-s  nhiecti^e  "I  inrreased  sales  »n 
lorcitn  ennsiiiners  A  technical  link  results  from  the  lad  ihat  .1  \er\  sier^iCn  ant 
prop<»rtion  of  I'  .S  exports  o\  maniilactiircl  roods  presenf|\  consists  of  inir.i 
corporate  transfers;  (hat  is.  ami's-Ienpth  sales  direclK  to  lorei^'n  huvcrs  arc  not 
involved  On  the  import  side,  the  mounting  tide  ol  lorcicn  direct  investment  in 
this  country  is  altering  the  composition  and  level  (<(  I '  .S  irnporiv,.  just  ;is  exp<»rt 
patterns  ha\c  been  affcctcil  bv  U.S.  corp<irate  forei^rn  dir-  I  unestmeni 

There  are  a  number  of  things  that  the  Department  ol  Iniern.ttional  (  <»nMncri  iai 
F\>licy  would  not  and  should  not  be.  First,  it  wouM  not  be  a  departnuMit  o| 
international  economic  policy;  it  would  have  primary  jurisdiction  in  only  two 
sectors  of  this  overall  p<ilicy.  trade  and  investment.  Second,  it  would  noi  mo- 
nopolize the  trade  policymaking  process.  Other  viewpoints  must  continue  to  be 
factored  into  the  decision-making  process.  On  agriculture  trade  issues,  the  ex- 
pertise of  the  Agriculture  Department  will  continue  to  play  an  important  role; 
on  trade  issues  involving  the  LDCs,  the  agencies  having  development  policy 
responsibilities  mu.st  be  consulted,  and  so  on.  Finally,  the  DICP  would  not  be 
"easy  pickings"  for  any  one  trade  philosophy.  TTie  department  would  not  be 
co-opted.  f(»r  it  cannot  avoid  the  system  of  checks  and  balances  inherent  in  a 
diverse  executive  branch  and  an  activist  Congress  The  ot>i(  ■  tive  of  creating  a 
Die  P  is  ncMhing  more  than  a  relatively  nnvlest  proposal  ii>  rationalize  the  de 
cision making  process.  n<M  to  radicalize  policy  substance 

N<i  mailer  how  manv  assurances  arc  provided  that  a  proper l\  constituted  trade 
dcpailtnent  sh(>uld  not.  and  would  not.  he  able  to  run  rouehshod  (uer  othei 
departments,  there  will  always  be  opposition  to  the  creation  t^f  such  an  entity 
However,  the  most  serious  obstacle  to  its  creation  continues  to  be  the  absence 
of  strong,  vociferous  proponents  capable  of  generating  en<iugh  political  muscle 
to  displace  the  inertia  of  organizational  status  quo  There  are  several  reasons  for 
limited  enthusiasm  and  oppositi(in.  Soine  interested  parties  prefer  a  decentralized 
system  in  order  to  have  a  greater  chance  of  linding  a  sympathetic  ear  in  at  least 
one  trade  policy  center  for  the  pleas  of  a  special  interest  group.  Some  observers 
think  a  trade  department  would  move  US  policy  too  far  to  the  extremes  of  free 
trade  or  protectionism.  Some  have  an  exaggerated  respect  for  the  "special  re- 
lationship '  between  the  president  and  the  USTR.  the  overwhelming  tendency 
for  the  USTR  not  to  be  a  White  House  insider  notwithstanding.  And  some 
observers  are  not  convinced  that  better  policy  substance  necessarily  would  result 
from  creation  of  such  a  department. 

Other  observers  arc  adamantly  opposed  to  folding  comprehensive  trade  pol- 
icymaking authority  into  the  Commerce  fVparttnent.  a  deparln>ent  with  an  un 
distinLMiished  past,    i  perceived  bias  t<»w.u(l  domestic  in'liistii.il  inirrests.  and 
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more  than  its  share  of  internal  organization  problems  stemming  in  part  from  its 
heterogeneous  composition.  The  Reagan  administration's  effort  in  1983  to  go 
in  this  direction  pleased  Secretary  of  Commerce  Baldrige,  but  scared  off  all  but 
a  tiny  handful  of  diehard  advocates  of  a  unified  trade  department. 

Because  of  uncertain  political  supp<irt  for  and  numerous  unanswerable  ques- 
tions about  the  ideal  structure  of  a  centralized  trade  department.  I  feel  it  appro- 
priate to  offer  three  versions  of  this  reorganization  projwsal:  (I)  an  e.xpanded 
USTR.  (2)  the  creation  of  a  "mini"  trade  department,  and  (3)  the  creation  of  a 
large,  all-encompassing  trade  department.  Tlie  sine  qua  non  for  meaningful 
organizational  reform  in  the  trade  policymaking  poKCSs  is  assurance  that  the 
USTR  is  the  undisputed  leader  in  the  U.S.  government  of  the  policy  formulation 
and  negotiating  functions  in  the  foreign  trade  and  foreign  direct  investment 
sectors.  Anything  less  invites  continued  "shop  the  system,  look  for  a  friend" 
tactics  by  wily  lobbyi.sts  and  foreign  governments,  as  well  as  continued  time- 
and  energy-consuming  interagency  power  struggles.  Although  a  minimum  ac- 
ceptable level  of  reform  could  be  established  by  a  moderate  expansion  of  the 
existing  USTR  setup,  the  optimal  change  would  be  creation  of  a  limited  trade 
department  with  well  under  a  thousand  professionals.  This  a.ssumes  the  lack  of 
a  compelling  reason  for  a  full  collapse  of  all  current  Commerce  Department 
trade  operations  and  business  support  functions  into  the  new  department,  as 
advtKaied  by  some. 

The  first  option  equ.ites  to  a  relatively  modest  expansion  of  USTR's  authority, 
so  limited  that  USTR  could  remain  part  of  the  Executive  Office  of  the  President. 
This  t.ictic  has  the  adv.intagc  of  avoiding  a  potentially  extended,  divisive,  and 
non-cost-effective  debate  in  Washington's  power-charged  culture  about  the  ad- 
visability of  congressional  passage  of  legislation  authorizing  a  new  cabinet  de- 
partment of  trade.  Turf  wars,  worries  about  new  lines  of  authority  in  two  branches 
of  government,  and  e.xcruci.iting  debates  about  the  details  of  new  statutory  lan- 
guage all  would  be  negated  by  the  modest,  nondepartmental  option.  However, 
organizational  reform  would  not  be  maximized. 

At  a  minimum,  all  future  prcsidcnt.s  should  formally  designate  the  USTR  as 
their  senior  advisor  on  international  trade  and  investment  issues  and  as  the  senior 
coordinator  for  all  executive  branch  policy  deliberations  in  those  areas.  This 
would  consolidate  USTR's  currently  broad,  but  incomplete,  mandate.  For  USTR 
or  a  new  trade  department  to  perform  the  function  of  senior  authority  on  trade 
matters  in  practice  as  well  as  in  theory,  several  additional  transfers  of  trade  policy 
responsibilities  are  necessary.  Jurisdiction  needs  to  be  transferred  from  the  Com- 
merce and  State  Departments  to  the  trade  department — or  the  expanded  Office 
of  the  USTR — to  allow  the  lead  trade  agency  to  negotiate  international  com- 
mercial agreements  in  such  key  sectors  as  civil  aviation,  maritime  and  fisheries, 
tclccommunicati<»ns.  and  tourism.  I^ad  agency  status  for  foreign  direct  invest- 
ment policies,  inward  and  outward,  should  be  formally  placed  here;  this  would 
include  chairing  the  interagency  process  reviewing  the  national  security  impli- 
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cations  of  foreign  acquisitions  of  American  companies.  Il  should  be  formally 
slipiiiaied  (hat  leadership  in  sectoral  negotiations  with  other  countries,  such  as 
the  MOSS  talks  with  Japan,  would  not  be  farmed  out  to  other  departments. 

Furlhcrmorc.  broad  authority  to  develop  exp<»rt  policy  and  import  restraint 
policy  logically  belongs  under  the  purview  of  the  designated  lead  agency  or 
department  in  trade  policy  (not  the  Commerce  Department),  even  if  all  the 
operational  functions  of  related  investigations  and  enforcement  are  not  located 
here.  The  centralized  trade  policy  authority  unequivocally  should  be  charged 
with  assuring  other  countries'  compliance  with  trade  agreements  made  with  the 
U.S.  government — such  as  voluntary  export  restraints  and  market-opening  mea- 
sures— and  deciding  on  the  highly  sensitive  issue  of  possible  retaliations  against 
violators.  These  responsibilities  would  complement  existing  USTR  authority  to 
conduct  so-called  Section  301  investigations  of  accusations  of  foreign  trade 
practices  that  discriminate  against  U.S.  commerce.  (Under  no  circumstances 
would  it  make  sense  to  advocate  that  the  new  trade  department  absorb  the 
International  Trade  Commi.ssion's  existing  investigative  functions  in  import  relief 
laws,  such  as  determinations  of  alleged  import-induced  injury  to  American  firms. ) 

In  addition,  the  enhanced  USTR  or  the  new  trade  department  should  be  put 
in  charge  of  seeking  consensus  with  other  industrialized  countries  regarding 
export  control  policies,  be  it  in  permanent  organizations  like  the  Coordinating 
Committee  for  Multilateral  Export  Controls  (COCOM)  or  on  an  ad  hoc  basis, 
such  as  trade  sanctions  again.st  Iraq. 

The  broad  strategy  of  U.S.  efforts  to  respond  to  allegations  of  unfair  foreign 
trade  practice  also  should  reside  in  the  trade  department  or  an  expanded  USTR. 
For  example,  agreements  by  foreign  producers  to  raise  their  prices  in  order  to 
avoid  being  hit  with  antidumping  duties  should  be  negotiated  here.  The  coor- 
dinator of  trade  policy  should  have  clear  leadership  in  administering  the  gen- 
eralized system  of  tariff  preferences  extended  to  LDCs  and  handling  i.ssues 
dealing  with  most  favored  nation  (MFN)  tariff  treatment  (such  as  with  China). 
So.  too.  the  new  department  (not  the  Commerce  Department)  should  lead  the 
U.S.  representation  to  all  special  bilateral  trade  groups  (e.g..  the  economic 
council  established  with  China).  Finally,  the  senior  commercial  officers  resident 
in  U.S.  embassies  should  be  selected  by  and  report  to  the  strengthened  Office 
of  the  USTR  or  to  the  secretary  of  international  commercial  policy. 

The  second  and  third  options  to  be  presented  here  for  trade  policy  reorgani- 
zation each  entail  creation  of  a  cabinet  department.  The  central  question  is  the 
breadth  of  its  mandate  and  size  of  its  staff.  A  "maximum"  DICP  would  incor- 
porate all  facets  of  trade  and  foreign  investment  policies  and  operational  pro- 
grams, whether  or  not  they  were  critical  determinants  of  I'  S.  trade  relations. 
This  department  would  appear  to  be  less  attractive  because  it  would  necessarily 
house  bureaucratic  responsibilities  which  are  not  only  peripheral  to  trade  policy 
(trade  operations  and  domestic  functions),  but  also  relatively  labor  intensive  (well 
over  2.000  persons  are  involved  in  the  task  to  be  described  below).  Incorporating 
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(he  full  rnngc  of  these  operations  in  a  new  trade  department  would  create  man- 
agcnicnt  prohienis  that  could  distract  the  trade  secretary  from  more  pressing 
negotiating  priorities. 

The  concept  of  a  "mini"  department  also  has  the  procedural  virtue  of  en- 
couraging interagency  cooperation  and  participation  (and  thereby  limiting  bu- 
reaucratic jealousies)  as  the  new  trade  department  would  be  forced  to  continue 
the  desirable  USTR  tradition  of  relying  on  other  line  departments  for  technical 
expertise  and  negotiating  backup.  Still,  there  is  little  empirical  data  to  prove 
ccMKliisivcly  that  the  author's  personal  preference  for  a  miniinnlist  trade  dc- 
pnrtmcMt  is  ab«>t»liHcly  preferable  to  a  far  larger  department  bulging  with  re- 
sponsibilities for  even  the  most  minute,  nuts-and-bolts  operations. 

A  number  of  existing  intcmati«Mial  commerce-related  agencies  and  parts 
thereof  arc  prime  candidates  for  transfer  into  a  Department  of  Inlcrnational 
C"«Mnmercial  Policy  of  either  si/e.  The  Hxport-Imp^irt  Bank  and  the  Overseas 
F'rivale  Investment  Corp«»ration  (a  provider  of  programs  to  reduce  the  risk  to 
U..S.  coMjpanics  of  investing  in  less  developed  countries)  should  be  moved  into 
either  the  "mini'"  or  "maxi"  trade  department.  F-rom  the  Commerce  Depart- 
ment "s  Inlcrnational  Trade  Administration,  the  three  offices  reporting  to  the 
Deputy  Assistant  .Secretary  for  Compliance  (with  i?iiport  agreements)  should  be 
moved  into  the  trade  department,  given  the  sensitivity  of  their  findings  to  U.S. 
relations  with  other  countries.  The  president's  Export  Council  also  should  be 
moved  from  Commerce  to  either-sized  trade  department.  Many,  but  not  all,  of 
the  p<ilicy  analysts  with  country  and  international  organization  responsibilities 
should  be  moved  into  the  new  department  .so  as  to  bolster  the  currently  minimal 
staffs  of  c(nmterpart  offices  now  found  in  the  USTR.  Finally.  Commerce's  small 
staff  that  d(x:s  economic  and  statistical  analysis  in  international  trade  and  in- 
vestiTient  should  be  moved  into  a  new  trade  department.  Domestic  political 
sensitivities  would  seem  to  mitigate  against  any  efforts  to  formally  transfer 
primacy  in  agricultural  trade  policy  oversight  from  the  Department  of  Agriculture 
to  USTR  or  a  trade  department  t>f  any  size. 

AdvtKalcs  of  the  "maxi"  trade  department  would  reconmiend  a  clean  sweep 
of  all  ancillary  trade  functions  into  it.  They  would  opt  for  transferring  into  it  the 
entire  International  Trade  Administration  of  the  Commerce  Department.  How- 
ever, there  arc  three  resp«insibilities  in  the  "second  stratum"  of  the  International 
Trade  Administration's  trade  functions  that  DICP  d(x:s  not  urgently  need  and 
would  be  better  off  without.  The  first  is  the  bureau  that  pursues  a  "trade  de- 
velopment" mandate  through  desk  officers  with  analytical  and  practical  expertise 
in  all  sectors  of  manufacturing  and  services;  this  functi<>n  would  logically  belong 
in  the  department  working  most  closely  with,  and  speaking  on  behalf  of,  these 
business  enterprises.  Second,  there  arc  the  more  than  1.200  personnel  of  the  US 
and  Foreign  Commercial  Service,  many  of  whom  reside  in  field  offices  within 
the  United  States. 

Third,  there  is  the  International  Trade  Administration's  import  administration 
b\ircau  that  conducts  investigati<»ns  into  the  legitimacy  of  domestic  allegation,s 
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of  certain  unfair  foreign  export  practices:  dumping  (foreign  sales  of  go<xls  in  Ihe 
U.S.  at  less  than  fair  value)  and  foreign  government  subsidies  (countervailing 
duty  legislation).  The  lalter  functions  arguably  are  best  kept  out  of  the  trade 
department  to  keep  it  lean  as  well  as  to  prevent  political  influence  from  being  a 
factor  in  such  investigations.  Investigations  to  determine  the  existence  of  the.sc 
unfair  trading  practices  (i.e.,  dumping  and  foreign  subsidies)  should  be  trans- 
ferred to  the  trade  investigatory  responsibilities  already  resident  in  the  indepen- 
dent International  Trade  Commission.  Moving  them  to  the  new  trade  department 
would  be  ii  second-best  option. 

luo  other  divisions  of  the  Commerce  IX-p.irtnicnl  (IcK.itod  outside  the  Inirr 
n.ilion.il  Trndc  Administration)  arc  polcnii.il  cjmdidntcs  for  transfer  only  t«>  ;t 
"ma\i'"  trade  department.  The  first  is  the  V.S    Travel  and  Tourism  Adminis 
Iralion.  mainly  a  business  promotion  effort  rather  lh;»n  a  trade  policy  orpani/ation 
The  second  candi<late  is  export  control  rcsp<Misibilitics.  consisting  mainlv  of 
approving  licenses  ;ind  enforcing  restrictions,  that  is.  assuring  that  restricted, 
sensitive  items  are  not  exp<irted  illegally  to  unfriendly  countries.  T.xport  control 
licensing  and  enforcement  do  not  appear  to  be  desirable  for  inclusion  in  the 
creation  of  a  smoothly  functioning  new  trade  department    Besides  the  fact  that 
these  functions  are  not  policy  per  se.  they  present  major  personnel  management 
burdens.  The  export  control  function  could  be  shifted  to  an  autonomous  export 
control  agency  (a  move  that  would  streamline  the  current  tripartite  export  contn»ls 
tug  of  war  conducted  between  the  Commerce,  Defense,  and  State  departments); 
otherwi.se,  this  function  should  remain  in  the  Commerce  Department  or  the 
successor  recommended  below. 

There  is  an  almost  equally  compelling  argument  to  be  made  for  not  transferring 
the  previously  mentioned  industry  expertise  and  retaining  it  in  the  proposed 
successor  to  the  Commerce  Department.  This  is  not  so  much  due  to  administrative 
si/e.  but  to  the  ncMion  that  domestic  business  expertise  would  logically  resi<le 
in  the  primary  department  dealing  directly  with  competitiveness  and  technology 
issues.  Such  a  department  would  als(>  need  trade  policy  specialists  to  represent 
it  in  interagency  deliberations;  hence,  it  should  retain  at  Icasi  some  of  Com 
nierce's  international  economic  p<ilicy  staff 

The  "mini"  and  "maxi"  versions  of  the  envisioned  Department  of  Interna- 
tional Commercial  Policy  would  be  built  on  five  main  bureaus  (or  divisions,  in 
the  case  of  a  merely  enhanced  Office  of  the  USTR).  The  first,  presumably  headed 
by  the  deputy  .secretary  for  trade  negotiations,  would  replicate  the  core  functions 
of  the  current  Office  of  the  USTR.  It  would  coordinate  the  development  of  all 
foreign  trade  and  investment  policy  negotiating  positions  and  lead  Ihe  U.S. 
delegation  in  all  multilateral  trade  fonims  (GATT.  OHCD.  the  UN,  cic.)  and  in 
all  bilateral  talks  (free  trade  agreements.  pnxJuci  disputes,  market  opening  ef- 
forts, violations  of  U.S.  intellectual  property  rights,  and  so  on).  It  would  also 
have  the  undisputed  lead  role  in  coordinating  the  private  sector  liaison  function 
(mainly  the  trade  advisory  committees),  as  well  as  the  chairing  all  interagency 
meetings  on  trade  and  international  investment  p«ilicies. 
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A  indc  rclalions  bureau  would  include  all  ihc  country  and  regional  specialists 
(sonic  of  whom  would  have  transferred  from  Commerce),  and  perhaps  such 
domestic  "outreach" "  duties  as  congressional  relations  and  public  information. 
A  thiril  bureau  would  house  USTR's  existing  and  added  functional  specialists 
dealing  with  industrial  sectors,  agriculture,  services,  technology,  foreign  direct 
investment,  environmental  issues,  transportation  and  telecommunications  agree- 
ments, and  intellectual  property  rights.  The  fourth  bureau  would  consist  of 
research  and  policy  planning.  It  would  centralize  the  analytical  and  research 
capabilitic.-v  dealing  with  international  commercial  relations  and  statistical  inter- 
pretation, and  it  would  have  a  small  group  of  analysts  looking  ahead  to  the 
policy  implications  of  barely  perceptible  trends  in  a  fast  changing  global  mar- 
ketplace. A  fifth,  "super"  bureau  would  handle  formulation  of  basic  import  and 
export  policies  as  well  as  management  of  whatever  import  and  export  operational 
duties  and  business  support  services  that  were  inherited.  Specific  responsibilities 
presumably  would  include  at  least  the  following:  the  operation  of  currently 
autonomous  agencies  promoting  exports  and  foreign  investment  (principally  the 
Hxport-lmport  Bank  and  the  Overseas  Private  Investment  Corporation)  that  are 
shifted  to  a  trade  department,  articulation  of  basic  export  control  and  import- 
retarding  policies,  and  supcr\'ision  of  foreign  countries'  compliance  with  their 
U.S.  trade  agreements. 

Two  personnel  management  innovations  would  enhance  the  mission  of  a  new 
trade  department.  First,  a  c.ircer,  professional  trade  negotiator  corps  should  be 
established  in  order  to  maximize  the  experience  and  institutional  memory  of 
American  negotiators.  It  should  provide  concrete  incentives  for  these  people  to 
remain  in  government  service.  A  major  objective  of  the  negotiator  corps  would 
be  to  minimize  the  cxi.sting  legitimate  concerns  about  the  "revolving  door" 
system,  whereby  negotiators  leave  USTR  and  become  consultants  and  lobbyists 
for  the  same  foreign  governments  and  corporations  with  whom  they  had  just 
negotiated  on  behalf  of  the  U.S.  government.  A  second  innovation  would  be  to 
assure  that  a  "fair"  number  of  professionals  in  the  new  trade  department  always 
consist  of  persons  brought  in  on  a  temporary  duty  basis  (perhaps  one  to  two 
years)  from  other  departments;  their  numbers  pre.sumably  would  rise  during  major 
trade  negotiations.  The  twin  objectives  would  be  to  broaden  DICP's  horizons 
and  to  instill  enhanced  trade  policy  skills  in  civil  servants,  who  will  then  return 
to  trade-related  positions  in  their  regular  agencies. 

Creation  of  a  Department  of  Industry  and  Technology- 

The  c  "^nt  of  a  Department  of  International  Commercial  Policy  (or  its 

equivalent)  would  provide  a  perfect  opening  for  redefining  and  enhancing  the 
mission  and  identity  of  the  Department  of  Commerce.  In  lieu  of  the  hollow  shell 
that  would  remain  if  its  major  trade  policy  functions  were  removed.  Commerce 
should  be  reconstituted  and  rcinvlgoratcd  as  the  Department  of  Industry  and 
Technology  (DIT).  It  would  be  officially  designated  as  the  executive  branch's 


310 


focal  point  for  the  formulation  and  implementation  of  a  more  coherent,  proactive 
competitiveness  policy.  As  such,  the  new  DIT  would  provide  financial  support 
to  certain  private  sector  activities  in  the  area  of  high  technology,  encourage 
commercially  relevant  research  and  development,  monitor  and  assess  global 
trends  in  major  technologies,  identify  crucial  technologies  for  the  United  States 
and  seek  paths  for  their  enhancement,  and  generally  serve  as  a  rejuvenated 
executive  branch  coordinator  and  advocate  for  enhanced  industrial  competitive- 
ness. It  would  provide  input  for  future  interagency  deliberations  on  macroecon- 
omic  and  regulatory  policies,  ranging  from  business  tax  proposals  to  education 
and  technical  training  programs. 

The  1985  report  of  the  President's  Commission  on  Industrial  Competitiveness 
recommended  the  creation  of  a  science  and  technology  department  to  elevate 
the  importance  of  these  two  issue  areas  in  American  thinking,  to  "transform  the 
current  fragmented  formulation  of  policies  for  science  and  technology  into  one 
that  would  be  far  more  effective  in  meeting  long-term  national  goals."  and  to 
"improve  the  effectiveness  with  which  Government,  industry,  and  acadcmia 
interact  in  the  pnKcss  of  building  our  Nation's  science  and  technology  base."' 

It  is  important  to  quickly  insert  a  disclaimer  on  wh.nt  the  proposed  DIT  is  m»r. 
It  is  not  based  on  the  premises  that  industrial  policy  in  any  form  could  be  a 
panacea  to  cure  American  economic  ills,  or  that  any  bureaucracy  within  the 
Washington  Beltway  could  ever  be  more  important  in  assuring  national  industrial 
success  than  managerial  and  production  excellence  in  the  private  sector.  The 
proposed  DIT  is  designed  to  be  a  useful,  but  limited  adjunct  to  the  larger  struggle 
for  enhanced  competitiveness;  it  is  not  the  agent  of  a  brave  new  world  of  gov- 
ernment spending  and  intervention.  The  DIT  is  designed  to  enhance  the  appro- 
priate and  limited  role  of  government  to  expedite  and  react  to  basic  market 
forces.  It  is  nnt  intended  to  try  the  nearly  impossible:  efficiently  create  or  reshape 
market  forces  by  bureaucratic  fiat.  No  positions  in  the  new  department  should 
be  appropriate  for  placement  of  out-of-work  economic  planners  who  once  toiled 
in  the  Kremlin. 

The  new  department  proposed  here  would  perform  many  of  the  existing  Com- 
merce Department  responsibilities.  These  include  serving  as  the  main  repository 
for  governmental  economic  and  technical  expertise  on  specific  manufacturing 
and  service  sectors,  as  well  as  providing  the  professional  staffs  for  various 
technical  support  services  for  the  private  sector  (the  National  Institute  of  .Stan- 
dards and  Technology  and  the  U.S.  and  f-orcign  Commercial  Service,  for  ex- 
ample). Export  control  enforcement  would  .tIso  be  administered  by  the  DIT.  In 
addition,  it  would  retain  relevant  functions  carried  out  by  the  Bureau  of  Economic 
Analysis  and  the  Patent  and  Trademark  Office.  Functions  k^^  relevant  to  the 
new  department's  central  mission  should  not  remain,  however.  The  Bureau  of 
the  Census  should  be  moved  out.  perhaps  to  the  Labor  Department.  Existing 
oceanographic.  atmospheric,  and  weather  forecasting  responsibilities  should  be 
shifted  to  the  Environmental  Protection  Agency  (or,  possibly,  a  Department  of 
the  Environment).  Also  in  the  name  of  a  more  clearly  focused  mission  for  the 
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THE  HONORABLE  JOHN  L.  MICA 

Testimony  before  the  Subcommittee  on 

Procurement,  Exports  and  Business  Opportunities 

June  22,  1995 

Mr  Ciiairman,  thank  you  for  inviting  me  to  testify  today.  I  am  pleased  to  have  the 
opportunity  to  testify  on  the  need  for  the  federal  government  to  play  a  stronger  and  more  effective 
role  in  promoting  exports,  especially  for  small  and  medium-sized  business. 

One  of  my  top  priorities  as  a  Member  of  Congress  is  to  make  the  United  States  more 
competitive  in  the  global  economy.    Unfortunately,  at  a  time  when  economic  growth  and  job 
creation  depends  on  our  ability  to  trade  and  export  across  international  boundaries,  the 
Washington  bureaucracy  remains  unfocused  unable  to  coordinate  our  trade  promotion  efforts. 

I  believe  we  can  achieve  substantial,  long-term  economic  growth  by  giving  American  firms 
and  workers  the  tools  necessary  to  compete  and  win  in  international  competition.  During  the 
103rd  session  of  Congress,  I  introduced  legislation,  H.R.  2973,  to  consolidate  and  streamline  the 
current  maze  of  executive  branch  trade  activities  within  a  single,  cabinet-level  Department  of 
International  Trade.  I  am  currently  drafting  similar  legislation  to  accomplish  those  same 
objectives  of  consolidating  and  streamlining  without,  however,  creating  a  new  Department. 

My  reason  for  preparing  legislation  is  simple:  As  the  United  States  enters  a  new  era  of 
international  trade  competition,  it  does  so  with  both  arms  tied  behind  its  back.  Americans  in 
small,  medium,  and  large  businesses  and  industries  are  left  in  the  lurch  when  it  comes  to  assistance 
fi"om  a  disjointed  and  cumbersome  federal  bureaucracy.  Over  the  years  we  have  created  a 
bureaucratic  tangle  incapable  of  aiding  or  promoting  our  interests  abroad. 

Currently  some  19  federal  agencies  are  charged  with  the  responsibility  for  international 
trade  promotion.  Often  the  right  hand  in  this  effort  does  not  know  what  the  left  hand  is  doing. 
This  uncoordinated  bureaucratic  maze  has  been  created  to  individually  address  trade  problems 
without  addressing  the  need  for  the  US  to  compete  in  a  unified  manner    This  costly  and 
ineffective  approach  now  costs  American  taxpayers  in  excess  of  $3  billion  annually. 

As  most  of  you  know,  both  the  House  and  Senate  budget  resolutions  call  for  the 
elimination  of  the  Department  of  Commerce.  In  addition.  Congressman  Chrysler  has  introduced  a 
bill  with  several  of  the  freshman  to  abolish  the  Department.  Since  we  are  beginning  the  debate 
about  the  future  of  the  Commerce  Department,  now  is  the  time  to  examine  the  entire  trade 
budget,  and  decide  how  we  can  consolidate  some  of  these  trade  programs,  ensure  coordination 
and  simply  make  government  work  smarter  and  better. 
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In  fact,  I  agree  that  many  of  the  Commerce  programs  can  be  eliminated  I  am  working 
closely  with  Congressman  Chrysler  to  ensure  that  we  preserve  and  invest  in  export  promotion 
programs  which  actually  create  jobs  and  strengthen  the  US  competitive  position 

While  Congress  sits  and  debates  all  these  measures,  Japan  continues  working  with  its 
impressive  private/public  trade  coordinating  Ministry  of  International  Trade  and  Industry  (MITI,) 
running  circles  around  US  foreign  trade  efforts    France,  Britain,  and  Germany  also  run  well- 
coordinated,  sophisticated  interference  for  their  business  interests  abroad    In  fact,  compared  to 
our  major  trading  partners,  the  US  ranks  last  in  export  promotion  expenditures,  measured  in 
relationship  to  our  economy.  If  we  abolish  critical  export  promotion  programs,  we  will  be 
engaging  in  unilateral  trade  disarmament,  which  will  only  serve  to  weaken  our  economy 

The  United  States,  because  of  historic  pressure  from  agriculture,  spends  the  lions-share  of 
its  trade  promotion  budget  promoting  American  farm  products  abroad    For  example,  in  1991  the 
U.S.  Department  of  Agriculture  spent  $65  million  to  promote  agricultural  products  in  Japan.  Of 
those  funds,  the  USDA  spent  $4.5  million  to  promote  California  raisons    Incredibly,  the  4.5 
million  spent  to  market  raisins  equaled  the  total  amount  spent  to  promote  all  other  U.S.  non- 
agricultural  products  in  Japan.  And  this  at  a  time  when  American  raisin  producers  already 
controlled  80%  of  the  Japanese  market! 

Doing  business  with  the  assistance  of  a  US  Embassy  abroad  can  be  quite  an  ordeal  for 
American  businessmen  and  their  foreign  counterparts.  The  United  States  Foreign  Commercial 
Services  offices,  which  are  under  the  jurisdiction  of  the  U.S.  Department  of  Commerce,  are 
typically  located  within  the  secure  and  fortified  confines  of  the  U.S.  Embassy,  which  is  run  by  the 
U.S.  Department  of  State    After  gaining  entry  to  this  Fort  Knox-like  setting  the  U.S.  or  foreign 
business  visitor  enters  a  typically-crowded,  understaffed  and  ill-equipped  US  Foreign 
Commercial  office. 

For  example,  our  US.  commercial  office  in  Moscow  has  only  4  full-time  U.S.  personnel. 
By  contrast,  most  Agency  for  International  Development  (AID)  programs  in  the  third  world  and 
emerging  nations  have  many  times  the  personnel  staffing  our  FCS  programs. 

Just  as  absurd  as  the  lack  as  staff  resources  is  the  lack  of  basic  equipment  necessary  to 
effectively  assist  American  business.  Most  of  our  foreign  Commercial  Services  offices  lack  simple 
data  bases,  computerization,  and  modems,  and  are  often  incapable  of  simple  data  and  voice 
communication.  Embassies  continue  the  expensive  practice  of  separately  collecting,  in  a 
Byzantine  fashion,  economic  and  political  information  which  is  uselessly  recorded,  filed,  and 
stored. 
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While  other  foreign  diplomatic  missions  have  been  transformed  into  trade-centered 
economic  missions,  business  is  often  a  non-agenda  item  at  many  of  our  posts  overseas.  It  is 
incredible  that  in  the  information  age  our  more  than  160  Foreign  Commercial  offices  cannot 
communicate  with  one  another  in  a  timely  and  efficient  manner. 

What  is  even  more  incredible  is  that  our  fifty-plus  state  and  local  commercial  offices 
across  the  US.  are  not  connected  by  electronic  data  information  processing  systems.  That  means 
information  relating  to  U.S.  products,  services,  or  contract  opportunities  and  foreign  sales  is  at- 
best  outdated,  but  more  likely  non-existent. 

It's  time  for  the  United  States  to  get  serious  about  competing  in  the  international 
marketplace.  It's  time  for  us  to  focus  our  resources  to  meet  the  challenge  of  a  global  economy 
Toward  this  goal,  I  plan  to  introduce  legislation  to  consolidate  and  streamline  our  government 
trade  activities  within  a  single,  cabinet-level  Office  of  Trade.  The  U.S.  can  no  longer  afford  to  be 
the  only  major  trading  country  that  does  not  concentrate  trade  finance,  promotion  and  policy  in 
one  agency.  By  creating  one,  unified  Office,  we  can  realize  savings  fi^om  eliminating  duplications 
and  also  have  a  more  effective  policy. 

By  streamlining  trade  ftinctions,  the  United  States  will  finally  be  able  to  speak  with  a 
single,  strong  voice  on  trade  matters.  A  new  Office  dedicated  to  trade  will  expand  exports  by 
giving  American  firms  and  workers  the  tools  necessary  to  compete  and  win  in  international 
competition. 

The  new  Office  I  am  proposing  would  have  three  different  ftinctions:  negotiating, 
administration  (both  import  &  export)  and  promotion.  The  United  States  Trade  Representative's 
office  would  remain  in  tact  to  conduct  the  negotiations    My  legislation  will  consolidate  programs 
from  the  State  Department  (economic  officers),  transfer  Small  Business  Administration  export 
promotion  efforts,  eliminate  United  States  Information  Agency  trade  efforts  and  much  more. 

We  can  no  longer  afford  to  waste  valuable  time  and  resources  while  our  international 
economic  position  deteriorates.  It  is  critical  to  act  now  while  we  have  a  window  of  opportunity 
with  the  debate  on  the  role  of  the  Department  of  Commerce    Unless  we  rationalize  and  put  some 
muscle  into  our  trade  organization,  we  may  squander  what  is  perhaps  our  greatest  growth 
opportunity. 
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TESTIMONY  OF  PETER  J.  ROGERS.  JR.-DrRECTOR  OF  MARKETING 
MICROS  SYSTEMS.  INC..  JUNE  22.  1995.  TO  THE  HOUSE  SMALL  BUSINESS 
SUBCOMMITTEE  ON  PROCUREMENT.  EXPORTS  AND  BUSINESS 
OPPORTUNITIES 


MICROS  SYSTEMS.  INC.  PROFITABLE  GROWTH  THROUGH  EXPORTS 


Mr.  Chairman  and  fellow  committee  members: 


I  am  here  to  report  on  MICROS  Systems,  Inc.  positive  experience  in  achieving  successful 
business  growth,  in  part  due  to  exports  of  goods  and  services.  Additionally,  I  will  relate  the 
positive  experiences  MICROS  has  had  with  the  Department  of  Commerce's  Baltimore  Office 
of  Export  Assistance,  more  commonly  known  as  the  U.  S.  Export  Assistance  Center. 

OVERVIEW 

As  a  point  of  introduction,  I  will  introduce  MICROS  Systems,  Inc.  MICROS  is  a  world 
leader  in  developing,  marketing,  and  supporting  superior  hospitality  information 
management  systems.  In  layman's  terms,  we  provide  highly  sophisticated  point-of-sale 
terminals  (often  called  cash  registers)  to  full  service  and  fast  food  restaurants  worldwide. 
Additionally  ,we  provide  hotel  reservation,  accounting  and  management  systems.  Our 
systems  are  installed  in  over  75  countries  worldwide  with  our  software  translated  into  over  20 
languages.    MICROS  is  a  public  company  traded  on  the  NASDAQ  national  market  exchange, 
and  is  a  majority  owned  (61%)  subsidiary  of  Westinghouse  Electric  Corporation.  We  are 
headquartered  in  Beltsville,  Maryland  with  ofTlces  throughout  the  world.  We  were  founded 
in  1977,  the  product  of  a  successful  concept  developed  by  a  privately  held  software  developer 
for  the  defense  industry  called  IDEAS. 

Our  customer  list  includes  many  of  the  leading  hotel  chains  in  the  world  such  as  Marriott, 
Sheraton,  Hilton,  Radisson,  Inter-Continental,  Hyatt  and  Ritz-Carlton.  In  the  restaurant 
marketplace  our  customer  list  includes  TGI  Fridays,  Planet  Hollywood,  Burger  King,  Pizza  Hut, 
Family  Restaurants,  the  US  Senate  restaurants,  and  many  others.  The  long  list  of  over  40,000 
sites  installed  is  distinguished  by  one  key  fact-hospitality  is  a  global  and  service  oriented  business. 
For  MICROS  to  be  successful,  we  had  to  become  global. 

We  currently  employ  over  650  people  and  will  grow  to  over  800  within  the  next  year.  Our  past 
fiscal  year  revenues  were  S79.3  million  in  the  year  ending  June  30,  1994.  Our  fiscal  year  ending 
June  30,  1995  will  likely  show  significant  sales  and  profit  growth.  Our  nine  month  sales  figures 
were  S76.3  million.  In  1987,  MICROS  had  sales  of  S18.3  million  and  about  140  employees.  Our 
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growth  in  employment  is  directly  tied  to  MICROS  being  international.  Simply  put,  were  we  not 
international  in  focus,  we  would  not  be  the  industry  leader  we  are  today.  For  us  to  continue  our 
growth,  we  need  to  grow  our  international  business  significantly.  We  plan  to  accomplish  this 
goal.  We  realize  at  MICROS  that  there  is  no  Tmish  line  though  in  providing  superior  service  and 
products.  We  can  always  do  better. 

Our  growth  is  due  to  having  superior  products  and  services,  a  commitment  to  quality,  being 
international  in  focus,  and  a  strong  customer  service  mentality.  We  provide  mission  critical 
information  systems  to  businesses  that  depend  on  MICROS  for  continuous  operation.  If  their 
systems  is  down,  then  they  are  out  of  business  until  the  system  is  up.  Life  is  black  and  white  in 
restaurant  and  hotel  operations  when  systems  are  down. 

MICROS  became  involved  internationally  through  its  customers.  US  based  customers  such  as 
Marriott  and  Radisson  brought  MICROS  internationally  in  the  early  1980's.  We  were 
inexperienced  internationally  but  had  a  desire  and  willingness  to  learn  how  to  do  business 
abroad. 

Today,  we  have  over  50  international  distributors,  6  foreign  subsidiaries  and  a  major  investment 
in  a  German  based  hotel  software  company  called  Fidelio  Software.  Our  international  sales  were 
about  $23  million  in  1994,  which  is  29%  of  our  total  sales. 

EXPERIENCE  WITH  THE  BALTIMORE  U.S.  EXPORT  ASSISTANCE  CENTER 

MICROS  has  been  working  with  the  USEAC  since  1990,  a  period  of  rapid  sales  growth  for 
MICROS.     The  ofllce  has  always  been  service  oriented  and  professional.  Our  account 
executives,  Mr.  Steven  Hall  and  Mr.  Nasir  Abassi,  have  been  extremely  helpful  in  providing 
valuable  information  in  areas  such  as  ISO  9000  certification  standards,  foreign  export 
documentation,  notification  of  development  projects,  assistance  in  finding  new  South  American 
distributors,  developing  new  avenues  of  trade  financing  and  market  information  in  foreign 
companies. 

I  consider  the  ofHce  as  a  important  information  source  for  MICROS,  information  which  I,  in  my 
role  as  Director  of  Marketing,  send  to  my  offices  throughout  the  world.  Information  is  vital  to 
MICROS  in  successfully  gaining  market  penetration  in  new  areas  of  the  world.  Our  efforts  to 
become  a  leader  in  the  fast  food  information  systems  business,  our  smallest  business  unit,  is  being 
helped  by  the  vast  amount  of  market  information  which  the  USEAC  office  is  directing  to 
MICROS. 
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It  is  difllcult  to  identify  precisely  the  quantitative  value  added  of  the  USEAC  office  to  MICROS 
but  it  is  real.  It  is  an  important  asset  to  have  people  which  I  can  turn  to  with  information  at  their 
hand.  While  the  development  of  on-line  services  will  aid  in  this  flow  of  information,  having 
knowledgeable  and  service  oriented  personnel  such  as  the  Baltimore  USEAC  ofllce  is  invaluable. 

I  would  imagine  that  a  small  company  would  utilize  their  services  to  a  greater  degree  than 
MICROS  does,  due  to  our  extensive  international  experience.    Our  international  issues  and 
needs  are  extremely  specific,  some  which  logically  cannot  be  addressed  by  USEAC.  For  small 
companies  entering  the  export  market,  their  services  would  be  of  a  high  value  added. 

A  key  role  the  USEAC  office,  in  my  opinion,  is  acting  as  the  entry  point  for  the  mountain  of 
information  which  the  US  Government  possesses.  The  fact  that  I  have  knowledgeable  personnel 
at  USEAC  is  vital  for  companies  such  as  MICROS.  Since  time  is  money,  having  a  central  point  if 
contact  is  important  in  obtaining  the  information  I  need  expeditiously.  For  small  companies  to 
grow,  having  a  government  agency  focused  on  providing  information  is  invaluable.  There  is 
definitely  a  role  for  private  sector  export  consultants  but  a  government  agency  can  provide  free 
or  low  cost  service  to  companies  in  need  of  valuable  information  which  is  there  for  those  who 
know  where  to  find  it.  Since  so  much  of  our  future  is  based  in  competing  successfully  in  a  global 
economy,  having  a  focused  service  to  assist  small  and  medium  sized  businesses  is  vital.  I  suggest 
looking  to  Japan's  Ministry  of  International  Trade  and  Industry  as  a  model  for  helping 
companies  develop  a  global  mentality. 

In  closing,  I  can  only  say  positive  things  about  the  USEAC  operations  in  Baltimore.  Their  office 
director,  Mr.  Roger  Fortner,  is  committed  to  being  of  service  to  their  clients. 

Thank  you  for  the  opportunity  to  speak  today. 
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"Raising  American  Living  Standards  Through  Exports" 

Statement  by 

Howard  Rosen 
Executive  Director,  Competitiveness  Policy  Council 

before  the 

Subcommittee  on  Procurement,  Exports,  and  Business  Opportxmities 
House  Committee  on  Small  Business 

June  22,  1995 


Thank  you  for  the  opportunity  to  appear  before  the  Subcommittee  this  morning  to  present 
the  views  of  the  Competitiveness  Policy  Council  regarding  export  promotion  programs.  The 
Council  is  a  bipartisan  advisory  commission  which  reports  to  the  Congress  and  the  President. 
The  Council's  1 2  members  include  three  business  CEOs,  three  labor  union  presidents,  three 
representatives  of  government,  both  federal  and  state,  and  three  representatives  from  the  public. 
(Complete  membership  list  is  attached.)    Dr.  C.  Fred  Bergsten,  Director  of  the  Institute  for 
International  Economics,  chairs  the  Council. 

The  Council  defines  competitiveness  as  "the  ability  to  produce  goods  and  services  that 
meet  the  test  of  international  markets  while  our  citizens  earn  a  standard  of  living  that  is  both 
rising  and  sustainable  over  the  long  run."  Based  on  this  definition,  US  industry  has  made 
considerable  in-roads  over  the  last  several  years.  The  problem  is  that  although  US  industry  has 
gotten  more  competitive,  living  standards  for  most  Americans  have  stagnated  and  for  some  even 
fallen. 

In  response  to  this  problem,  the  Council  has  developed  a  comprehensive  competitiveness 
strategy  for  the  United  States  based  on  achieving  three  goals:  (1)  increasing  long-run 
productivity  growth  to  2  percent  annually,  double  its  average  growth  rate  since  1974,  (2) 
achieving  long-run  sustainable  economic  grovvth  of  3  percent  per  year,  and  (3)  balancing  the 
current  account.    In  order  to  reach  these  goals  the  Council  calculates  that  the  United  States 
would  have  to  increase  its  national  saving  rate  by  6  to  8  percentage  points  of  GDP  and  raise 
private  investment  by  4  to  6  percentage  points  of  GDP. 

In  order  to  produce  goods  and  services  that  are  competitive  abroad  while  raising  living 
standards  at  home.  Americans  need  to  "save  more  and  invest  better."  We  need  to  increase  our 
saving  rate  in  order  to  make  more  capital  available  for  investment.  In  addition  to  raising  the 
level  of  investment,  we  must  also  shift  the  composition  of  that  investment,  toward  activities 
which  support  high  wage,  high  skill  jobs. 
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In  other  words,  we  need  to  consume  less,  save  and  invest  more  at  home,  and  sell  more 
abroad.  Exporting  meets  these  objectives.  Consuming  a  smaller  proportion  of  our  current 
income  will  make  more  capital  available  for  investment.  By  shifting  more  of  our  investment  into 
industries  with  high  productivity  growth,  we  can  earn  higher  incomes  in  the  future.  Higher 
income  will  enable  us  to  consume  more,  in  absolute  terms,  than  we  do  today. 

We  need  to  sell  our  goods  and  services  abroad  in  order  to  raise  our  living  standard  at 
home.  Thus,  promoting  US  exports  abroad  promotes  higher  wages  at  home.  In  fact,  in  1994, 
exports  of  goods  and  services  supported  almost  12  million  American  jobs,  which  paid  about  15 
percent  more  than  the  average  US  wage. 

The  Rationale  for  Government  Support  of  Export  Promotion  Programs 

The  federal  government  has  been  engaged  in  export  promotion  efforts  since  1905  when 
the  Congress  provided  funding  for  agents  "to  investigate  trade  conditions  abroad,  with  the 
objective  of  promoting  the  foreign  commerce  of  the  United  States."  There  is  a  solid  economic 
rationale  for  government  support  of  export  promotion  and  finance  programs. 

Information  about  foreign  markets  can  be  difficult  to  acquire  and  too  costly  for  any  single 
company  to  afford.  Companies  could  team  up  to  collect  this  information,  but  such  coalitions  are 
difficult  to  form  and  companies  fear  the  risk  of  government  sanctions  against  anti-trust 
violations.  Barriers  to  collecting  information  in  an  efficient  manner  represent  a  market  failure 
which  warrants  government  action. 

In  addition,  financing  sales  abroad  is  seen  as  a  higher  risk  than  fmancing  sales  at  home. 
In  some  cases,  especially  in  developing  countries,  there  may  be  heightened  political  or  market 
risk.  Domestic  financial  institutions  may  face  higher  costs  in  assessing  risk  and  collecting  on 
loans,  given  the  distance  and  different  countries  involved.  Thus,  there  is  an  appropriate 
government  role  in  fmancing  and  risk  insurance. 

The  difficulties  with  collecting  information  about  foreign  markets  and  financing  exports 
are  more  pronounced  for  small  and  medium  size  firms.  It  is  therefore  no  surprise  that  even 
though  small  businesses  generate  about  half  of  total  US  economic  activity,  they  account  for  only 
20  percent  of  total  US  exports. 

In  recent  years,  the  importance  of  export  promotion  and  fmancing  programs  has  gone 
beyond  correcting  market  failures  related  to  collecting  market  information  and  acquiring  finance. 
Purchases  by  foreign  governments,  particularly  in  infrastructure,  comprise  a  large  share  of 
potential  foreign  sales.  American  companies  competing  for  such  sales  depend  on  the  support  of 
the  US  government  in  order  to  compete  against  foreign  bidders  with  governmental  support. 
Helping  American  companies  in  this  situation  is  not  "corporate  welfare,"  it  is  levelling  the 
playing  field  for  US  companies. 
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Ultimately,  the  United  States  should  work  toward  international  agreement  on  appropriate 
government  support  for  exports.  Previous  efforts  to  negotiate  such  an  agreement  have  proven 
ineffective,  in  part  because  the  United  States  devotes  considerably  fewer  resources  to  export- 
related  programs  than  other  countries.  To  unilaterally  dismantle  existing  federal  programs  which 
promote  exports,  as  modest  as  they  are,  would  undermine  any  hope  of  achieving  an  equitable 
agreement  in  the  future.  Other  countries  are  not  currently  contemplating  reducing  their  efforts  to 
promote  exports.  If  anything,  they  are  increasing  their  efforts  in  this  area,  placing  US  companies 
at  a  greater  disadvantage. 

The  United  States  needs  to  negotiate  from  a  position  of  strength,  and  not  weakness,  if  its 
objective  is  to  achieve  international  agreement  to  reduce  government-supported  export 
promotion  programs. 

Who  Exports? 

In  contrast  to  its  importance  to  American  living  standards,  only  105,000  firms, 
representing  less  than  7  percent  of  potential  exporters,  actually  do  so."  Four  percent  of  those 
firms  which  export  employ  more  than  500  workers  and  generate  almost  three-quarters  of  US 
exports.  On  the  other  hand,  63  percent  of  US  exporters  are  very  small  firms  (fewer  than  20 
employees)  and  24  percent  of  the  firms  have  between  20  and  99  employees.  Together,  these 
small  firms  generate  20  percent  of  US  exports.  Medium  size  firms  represent  9  percent  of  US 
exporters  and  9  percent  of  export  shipments. 

Thirteen  percent  of  manufacturing  firms  export,  employing  almost  three-quarters  of  £ill 
US  manufacturing  workers.  In  other  words,  firms  which  export  employ  more  workers  than  firms 
which  do  not  export.  Employees  in  export  industries  also  tend  to  get  paid  more  than  workers 
employed  in  non-exporting  firms.  This  is  further  evidence  that  those  firms  which  export  create 
more  jobs  at  higher  wages  than  non-exporting  firms. 

A  study  which  is  just  about  to  be  completed  by  J.  David  Richardson  of  the  Institute  for 
International  Economics,  supported  by  the  Manufacturing  Institute,  finds  that  employees  of  firms 
which  export,  regardless  of  how  much  they  export,  will  enjoy  higher  productivity  growth,  higher 
wages,  and  more  stability.-  Thus  increasing  the  number  of  firms  provides  more  benefits  to 
workers  and  firms;  raising  how  much  firms  export  improves  the  trade  deficit. 


'  US  Department  of  Commerce,  "A  Profile  of  United  States  Exporters,"  Office  of  Trade 
and  Economic  Analysis,  International  Trade  .Administration,  Washington,  DC,  September  1993. 
This  survey  is  based  on  data  for  1987. 

-  Richardson,  J.  David,  "Why  Exports  Really  Matter!,"  Institute  for  International 
Economics,  Washington,  DC,  forthcoming  1995. 
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Data  on  exporters  tend  to  focus  on  the  final  producer  and  ignore  the  thousands  of  firms 
which  contribute  to  the  production  of  these  finished  goods.  In  fact,  the  National  Association  of 
Manufacfjrefs  fNAM)  found  that  just  four  export  deals  transacted  by  AT&T,  Boeing,  Caterpillar 
and  Ormat  involved  approximately  1,600  suppliers,  spread  across  the  fifty  states.'  The  attached 
maps  display  the  location  of  these  suppliers. 

Council  Recommendations 

In  1992,  as  part  of  its  efforts  to  develop  a  comprehensive  competitiveness  strategy,  the 
Council  established  eight  subcouncils  in  the  areas  of  capital  formation,  corporate  governance, 
critical  technologies,  education,  manufacturing,  physical  infiastructure,  trade  policy  and  training. 
The  Trade  Policy  Subcouncil  was  chaired  by  John  J.  Murphy,  chairman  and  CEO  of  Dresser 
Industries,  and  included  13  representatives  from  business,  two  fi"om  labor,  two  members  of  the 
House,  two  members  of  the  Senate,  four  officials  fi'om  the  federal  government,  one  official  fi-om 
state  government,  and  three  representatives  of  the  public  interest.  Donald  V.  Fites,  the  chairman 
and  CEO  of  Caterpillar,  Inc.  and  a  member  of  the  Trade  Policy  Subcouncil,  has  recently  become 
a  member  of  the  fiill  Council. 

The  Trade  Policy  Subcouncil's  report  served  as  the  foundation  for  many  of  the 
recommendations  presented  in  the  fiill  Council's  report  to  the  President  and  Congress,  "A 
Competitiveness  Strategy  for  America,"  issued  in  March  1993.''  Based  on  the  Subcoimcil's 
findings,  the  Council  made  several  recommendations  concerning  federal  export-related 
programs.  The  Council  recommended  that  the  Administration  develop  a  coordinated  export 
promotion  strategy  to  serve  as  the  centerpiece  of  a  reorganized  export  bureaucracy.  The  Council 
believes  that  the  Administration's  National  Export  Strategy  together  with  the  efforts  of  the  Trade 
Policy  Coordinating  Committee  have  resulted  in  significant  improvement  in  this  area. 

The  Council  also  recommended  creating  a  combined  budget  for  2ill  export  promotion 
efforts  and  a  substantial  increase  in  that  budget,  to  be  allocated  according  to  the  priorities 
established  by  the  new  export  strategy.  A  combined  budget  has  not  been  adopted,  but  the 
President's  budget  does  include  a  useful  table  showing  trade  promotion  efforts.'  Funding  for 
these  programs  was  slightly  increased  in  FY  1994  and  FY  1995.  While  the  current  budget 


'  National  Association  of  Manufacturers,  "Export  Financing,"  A  Policy  Report  by  the 
Economic  Affairs  Department,  National  Association  of  Manufacturers  ,  Washington,  DC,  June 
1994. 

*  "A  Trade  Policy  for  A  More  Competitive  America,"  Report  of  the  Trade  Policy 
Subcouncil  to  the  Competitiveness  Policy  Council,  Washington,  DC,  March  1993.  See  attached. 

'  Office  of  Management  and  Budget,  Analytical  Perspectives  (FY  1996),  Table  10-1. 
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situation  may  make  it  impossible  to  increase  funding  for  export  promotion  efforts,  these 
programs  should  not  be  cut  and  certainly  not  be  eliminated. 

Department  of  Commerce 

The  Commerce  Department  has  three  main  program  areas  for  promoting  exports:  (1)  the 
US  and  Foreign  Commercial  Service  (USFCS),  (2)  Trade  Development,  and  (3)  International 
Economic  Policy.  The  USFCS  provides  assistance  and  information  to  companies  through  its  73 
domestic  offices  and  130  overseas  offices.  FY  1995  expenditures  are  estimated  to  be  $158 
million.  The  Trade  Development  group  analyzes  market  opportunities  by  sector  and  the 
International  Economic  Policy  group  analyzes  foreign  government  laws  and  practices.  Total 
expenditures  for  these  two  operations  in  FY  1995  are  expected  to  be  less  than  $100  million,  of 
which  only  about  one  half  is  expected  to  be  devoted  to  export  promotion  functions.  The 
remaining  half  of  expenditures  is  budgeted  to  provide  substantive  support  to  trade  negotiations. 

To  provide  a  better  delivery  of  its  programs,  the  Commerce  Department  created  15 
Export  Assistance  Centers  around  the  country.  There  is  also  a  toll-free  number  for  exporters  to 
call  for  assistance.  Small  and  medium  size  businesses  are  the  beneficiaries  of  about  90  percent  of 
these  efforts.  Each  day,  the  Commerce  Department  responds  to  about  1,000  phone  calls  from 
companies  looking  for  information  or  asking  for  help.  The  International  Trade  Administration 
estimates  that  its  efforts  in  1 994  resulted  in  American  firms  winning  numerous  business 
contracts,  resulting  in  US  exports  of  almost  S20  billion. 

Small  Business  Administration 

The  Small  Business  Administration  (SBA)  is  also  very  active  in  helping  US  companies 
export.  SBA  provides  business  counseling,  technical  assistance,  and  financial  assistance. 
Counseling  and  technical  assistance  are  provide  through  the  new  Export  Assistance  centers, 
which  have  been  designed  as  one-stop  shops.  A  potential  exporter  can  go  to  a  center,  get  export 
counseling,  apply  for  a  loan,  receive  a  preliminary  commitment  from  SBA  for  a  guarantee  and 
then  get  help  in  finding  an  appropriate  lender  for  the  transaction.  Four  Export  Assistance  Centers 
were  opened  last  year  and  eleven  more  will  be  opened  this  year. 

Financing  is  assisted  through  SBA's  new  Export  Working  Capital  program    This 
program  is  coordinated  with  the  financing  activities  at  the  Export-Import  Bank.  Access  to 
financing  is  the  largest  single  obstacle  that  small  companies  face  in  commencing  or  expanding 
their  export  activities.  During  this  fiscal  year.  SBA  expects  to  guarantee  about  2,100  export- 
related  loans  totaling  about  S590  million.    This  represents  a  significant  increase  over  the  1,160 
loans  guaranteed  in  FY  1994. 
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Export-Import  Bank 

The  Export-Import  Bank  provides  financing  to  promote  US  exports.  The  Bank  assumes 
commercial  and  political  risk,  and  assists  US  firms  in  overcoming  maturity  and  other  limitations 
which  make  it  difficult  to  get  private  sector  financing.  In  addition,  the  Export-Import  Bank 
provides  guidance  and  technical  assistance  to  exporters  seeking  private  sector  loans.  In  FY  1994 
the  Bank  guaranteed  loans  amounting  to  approximately  S12  billion  and  nuide  an  additional  S3 
billion  in  direct  loans.  These  levels  are  expected  to  reach  $14  billion  in  loan  guarantees  and 
close  to  $5  billion  in  direct  loans  this  fiscal  year.  The  Clinton  Administration  proposes  raising 
Export-Import  fiinding  enough  to  support  to  a  little  over  $20  billion  in  loans  in  FY  1996. 

Improving  the  Government's  Efforts 

As  outline  above,  the  United  States  needs  to  export  more  in  order  to  improve  American 
living  standards.  The  federal  government  should  therefore  follow  a  two  track  strategy  in 
promoting  exports;  increase  the  number  of  exporters  and  expand  the  zunount  exporters  export.  A 
large  proportion  of  the  current  government  efforts  assist  those  companies  which  already 
appreciate  the  importance  of  exporting  and  are  probably  doing  so.  I  personally  believe  more 
attention  should  be  devoted  to  expanding  the  number  of  firms  which  export.  Many  firms  are  not 
thinking  about  exporting  and  therefore  cannot  take  advantage  of  market  information,  toU-fi'ee 
telephone  numbers,  or  export  financing  programs. 

More  outreach  is  necessarv  in  order  to  expand  the  nation's  export  base.  One  possibility 
would  be  to  use  the  existing  Manufacturing  Extension  Program  (MEP)  to  encourage  more  firms 
to  export.  The  MEP  would  not  have  to  take  on  the  added  responsibility  of  assisting  firms  on  how 
to  export,  but  rather  it  could  refer  interested  firms  to  the  various  programs  already  in  place.  In 
addition,  federal  export  promotion  programs  should  be  better  integrated  into  state  economic 
development  efforts.  Taking  these  steps  would  not  necessarily  require  higher  federal 
expenditures,  but  they  could  result  in  identifying  new  potential  exporters. 

Conclusion 

Eliminating  the  federal  budget  deficit  is  a  critical  first  step  toward  improving  US 
productivity  and  income  growth.  The  Council  realizes  that  we  cannot  eliminate  the  deficit 
without  cutting  government  expenditures.  But  reducing  government  expenditures  should  not 
mean  dismantling;  programs  which  also  contribute  to  raising  US  living  standards.  There  is  a 
legitimate  rationale  behind  governmental  support  of  export  promotion  programs.  In  addition, 
these  programs  work;  they  have  resulted  in  more  exports,  which  have  resulted  in  more  jobs  and 
higher  wages  for  American  workers.  Federal  export-related  programs  make  US  firms  more 
competitive  in  foreign  markets. 
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The  existence  of  a  clear  rationale  for  government  support  of  export  promotion  programs 
and  the  fact  that  these  progreims  produce  results,  does  not  mean  that  they  are  perfect  £uid  do  not 
need  any  changes.  Constraints  on  federal  resources  suggests  we  need  to  re-evaluate  all 
government  programs  and  insure  that  they  meet  their  objectives  in  the  most  efficient  maimer. 
Criteria  should  be  developed  to  make  sure  that  government  funds  are  supporting  increased 
exports,  i.e.  encouraging  more  firms  to  export  and  promoting  those  firms  which  already  export  to 
increase  their  effort.  Special  attention  should  be  given  to  insure  the  proper  allocation  of  scarce 
federal  funds  between  small  and  large  firms,  and  between  promoting  existing  exporters  and 
identifying  new  exporters. 

In  the  final  analysis,  federal  programs  to  promote  exports  are  consistent  with  the  strategy 
of  producing  more  at  home  and  selling  more  abroad.  Only  through  an  export-led,  saving  and 
investment  strategy  will  we  be  able  to  produce  goods  and  services  which  are  competitive  abroad, 
while  we  enjoy  a  rising  living  standard  here  at  home.  Eliminating  these  programs  at  this  time 
would  surely  exacerbate  the  twenty-year  stagnation  of  American  living  standards. 
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Competitiveness  Policy  Council 

Washington,  D.C. 


C.  Fred  Bergsten 

Chairman,  Competitiveness  Policy  Council 

1 1  Dupont  Circle 

Washington,  DC  20036 

Dear  Fred; 

With  this  letter  the  Trade  Policy  Subcouncil  transmits  its  report  to  the  Competitive- 
ness Policy  Council,  fulfilling  its  mandate  to  make  specific  recommendations  for  a  US 
trade  poUcy  that  enhances  US  competitiveness  both  at  home  and  abroad. 

America  in  1993  is  standing  on  the  threshold  of  a  new  era  that  requires  a  shift  in 
American  thinking  on  trade  policy.  Woven  throughout  this  report  are  several  funda- 
mental principles  representing  the  consensus  of  our  28-person  Subcouncil  with  members 
from  business,  labor,  academia,  and  the  government.  First,  today's  national  security 
objective  —  almost  as  significant  as  winning  the  Cold  War  was  yesterday  —  is  the 
restoration  of  economic  strength  at  home  as  a  necessary  precondition  to  ensuring  US 
strength  and  influence  overseas. 

Second,  trade  must  be  viewed  as  a  pan  of  an  overall  competioveness  strategy  that,  by 
continuing  to  improve  American  productivity  at  home,  will  also  assure  American  export 
viability  in  global  markets.  Chronic  structural  problems  must  be  tackled  by  American 
firms  and  workers  on  the  factory  floor,  in  marketing,  etc.,  while  the  government,  in 
concert  with  the  private  sector,  should  provide  leadership  on  such  issues  as  infrastruc- 
ture, education,  retraining,  investment,  capital  formation,  and  technological  impetus. 
Third,  the  US  government  also  has  a  responsibihty  to  concentrate  its  poUtical  and 
diplomatic  capital  on  trade  initiatives  that  yield  the  highest  dividends  for  the  nation's 
trading  position:  global  growth,  competitive  exchange  rates,  and  market  liberalization. 

America's  trade  poho'  thinking  must  fundamentally  refocus  on  an  agenda  for  die 
1990s  and  beyond.  In  the  1980s,  US  trade  poUcy  makers  in  Congress  and  the  White 
House  responded  to  massive  import  pressures  by  redrafting  trade  laws  for  import  relief. 
US  industrial  preeminence  was  fleeUng  the  dramatic  competitive  effects  of  Japan's 
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emergence  as  an  economic  superpower  and  the  growing  economic  prowess  of  the  newly 
industrialized  economies  of  Asia.  These  Asian  countries  developed  rapidly  after  World 
War  II  and  their  exports  by  the  1980s  had  established  formidable  beachheads  in  the 
United  States,  challenging  some  of  America's  leading  industries.  In  the  early  1980s, 
macro-economic  disequilibria  with  our  major  trading  partners,  accompanied  by  an 
imfavoraljle  exchange  rate,  exacerbated  these  pressures,  resulting  in  hemorrhaging  trade 
deficits.  Consequently,  trade  pohcy  in  the  1980s  emphasized  trade  contraction  as  a  means 
of  easing  the  pressures  felt  by  US  firms  beleaguered  by  imports  and  rendered  price 
uncompetitive  by  the  overvalued  US  dolbr.  In  the  1990s,  however,  a  dynamic  US  trade 
policy  agenda  must  focus  on  the  expansion  of  trade,  moving  beyond  a  static  view  of  the 
economy  and  of  trade,  even  while  provisions  must  be  maintained  to  ease  adjustments  to 
changing  competition. 

Today,  many  of  America's  industries  have  sharpened  their  competitive  prowess,  and 
the  exchange  rate  against  most  currencies  no  longer  places  US  exports  at  a  major  disad- 
vantage. As  we  face  the  future,  however,  much  remains  to  be  done.  US  trade  policy 
should  shift  from  the  defensive  —  responding  to  the  battering  of  the  1980s  —  and  go  on 
the  offensive  —  reaching  out  for  the  opportunities  that  are  now  within  our  grasp.  US 
trade  poLcy  now  must  focus  its  attention  on  laying  the  foundation  for  future  prosperity 
through  the  dynamo  of  trade.  Therefore,  the  central  theme  of  this  Trade  PoUcy  Sub- 
council  report  is  that  the  touchstone  for  US  trade  pohcy  in  the  next  decade  should  be 
enhancing  American  exports  by  expanding  opportunities  for  US  firms  in  a  growing  world 
market. 

Achieving  a  consensus  on  a  competitive,  export-led  trade  strategy  fi'om  over  a  score  of 
individuals  representing  a  range  of  interests  is  an  achievement  in  and  of  itself.  However, 
not  only  did  the  Subcoundl  achieve  a  consensus,  but  it  also  plowed  new  intellectual 
ground  by  laying  out  an  oudine  —  consistent  with  President  Clinton's  first  speech  on 
international  economic  pohcy  on  February  26,  1993  —  for  shifting  \JS  thinking  about 
the  role  of  trade  policy  in  the  fiiture.  In  short,  the  Subcoondl  agreed  that  the  challenges 
of  today's  economy  must  be  faced  by  expanding  trade  and  oppoitunities  for  US  exports, 
not  through  contracting  trade  flows. 

The  Trade  Pohcy  Subcoimcil  staff  reviewed,  compiled,  catalogued,  and  summarized  a 
comprehensive  range  of  viewpoints  and  the  hterature  to  date  in  order  to  assist  in  the 
formulation  of  pohcy  recommendations  by  the  members.  From  the  outset  of  its  dehb- 
erations,  the  Subcoundl  placed  trade  poUcy  in  its  proper  perspective,  viewing  it  as  an 
instrument  that  must  be  integrated  into  a  broader  competitiveness  strategy  that  will 
ensure  that  the  American  labor  force  and  management  are  equipped  to  adapt  and  com- 
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pete  in  a  rapidly  changing  global  economy.  The  Trade  Policy  Subcouncil  then  proposed 
ways  to  address  the  major  foreign  and  domestic  impediments  to  a  reinvigoration  of  US 
export  growth.  The  Subcouncil  urges  the  new  Administration  and  Congress  to  focus  on: 
coordinating  a  global  growth  strategy  in  cooperation  with  our  trading  partners;  expand- 
ing US  export  opportunities  by  reducing  trade  barriers  worldwide;  enhancing  US  export 
financing  and  promotion  efforts;  and  reducing  disincentives  to  exports  at  home. 

Having  transmined  our  recommendations  to  the  Competitiveness  Pohcy  Council,  the 
Trade  Policy  Subcouncil  has  brought  the  ball  to  the  goal  line.  What  is  needed  next  is  an 
active  outreach  program  to  assure  that  this  shift  in  thinking  becomes  a  consensual 
framework  within  which  Congress  and  the  White  House  can  work  together  to  adopt  a 
new  trade  agenda  that  will  best  serve  America's  national  interests.  This  will  require 
much  discussion  with  all  the  interested  parties  in  the  private  sector,  in  government  at  all 
levels,  as  well  as  with  the  media. 


Sincerely, 


i 


// 


John  J.  Murphy 

Chairman,  Trade  Policy  Subcouncil 
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The  past  decade  has  witnessed 
dramatic  changes  in  the 
economic  and  power  structures  of 
the  world.  The  most  far  reaching 
change  in  the  economic  sphere  has 
been  the  increasing  globalization  and 
interdependence  of  economies.  As 
this  intemationahzation  proceeds  at 
a  rapid  pace,  a  major  concern  for  the 
United  States  is  to  ensure  that  its 
industry  and  its  people  are  competi- 
tive in  the  new  economic  order. 

With  the  growing  importance  to 
the  United  States  of  the  global 
economy,  trade  has  become  a  central 
focus  of  the  competitiveness  debate. 
The  persistent  US  trade  deficit  has 
become  one  of  the  most  visible 
symbols  of  the  economic  challenges 
faced  by  America.  For  many  people, 
our  trade  balance  has  become  the 
measure  of  how  we  as  a  nation  are 
adjusting  to  new  economic  realities. 
Despite  attempts  to  simpUfy  the 
competitiveness  equation  in  this  way, 
the  ultimate  test  of  America's 
competitiveness  is  the  standard  of 
Uving  of  its  population,  not  the  trade 
balance.  Nevertheless,  trade  is  an 
increasingly  important  component  of 
our  competitiveness. 

The  persistent  trade  deficit  — 
which  forces  the  United  States  to 


borrow  abroad  and  builds  up  the 
nabon's  foreign  debt  —  must  be 
eliminated.  Payment  on  the  foreign 
debt  may  harm  the  US  standard  of 
living  by  shifbng  productive  re- 
sources from  the  US  to  creditor 
nations.  Moreover,  the  trade  deficit 
increases  pressures  to  restrict  im- 
ports and  pursue  poUcies  that  may 
threaten  the  multilateral  trading 
system  on  which  we  rely  to  keep 
foreign  markets  open.  With  this  in 
mind,  the  Competitiveness  PoUcy 
Council  (CPC)  mandated  the  Trade 
Policy  Subcouncil  to  recommend 
policies  to  ensure  that  US  trade 
pohcy  enhances  US  competitiveness 
both  at  home  and  abroad. 

The  Subcouncil  strongly  beheves 
that  trade  policy  atom  cannot  ensure  US 
competitiveness.  Rather,  it  must  be  part 
of  an  overall  strategy  demonstratmg  a 
commitment  at  all  pohcy  levels  to 
guarantee  our  fiirure  economic 
prosperity.  The  intemationahzation 
of  the  US  economy  has  brought  an 
awareness  that  the  health  of  US 
industry  is  affected  by  both  domestic 
and  international  factors,  that  m  effect 
the  two  are  intertwined.  The  search 
for  ways  to  improve  US  economic 
performance,  therefore,  must  focus 
on  both  the  international  and  domes- 


tic fi-onts.  On  the  one  hand,  even  the 
most  competitive  US  companies  can 
be  kept  out  of  foreign  markets,  face 
unfair  foreign  trade  practices,  or 
languish  when  overseas  markets  are 
shrinking.  On  the  other  hand,  it 
makes  httle  sense  to  work  on  opening 
markets  to  US  exports,  promoting  US 
exports,  curbing  unfair  trade  prac- 
tices, and  executing  a  global  growth 
strategy  unless  the  Umted  States  has 
products  that  are  competitive  both  at 
home  and  abroad. 

TTierefbre,  proactive  measures  need 
to  be  taken  at  home  to  enhance  US 
productivity  and  mdustrial  perfor- 
mance. While  a  competitive  trade 
policy  must  locus  on  expanding  world 
markets  through  a  global  growth 
strategy,  opening  foreign  markets  to 
US  goods  and  services,  and  curbing 
unlair  trade  practices,  the  success  of 
trade  poUcy  is  ultimately  contingent  on 
the  competitiveness  of  US  products 
and  services.  Fundamental  differences 
in  productivity,  savings  and  investment 
rates  are  a  major  fector  in  the  persis- 
tent trade  imbalance  of  the  United 
States.  Proactive  measures  must  be 
taken  aimed  at  adequately  addressing 
such  issues  as  the  education  and 
training  of  a  skilled  US  work  force, 
capital  formation,  manu&ctuting,  and 
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technological  impetus.  These  issues 
have  been  dealt  with  by  other  CPC 
subcounals.  To  the  ewent  that  the 
recommendations  of  these  subcouncils 
are  adopted,  they  uill  ensure  that 
American  industries  and  workers  are 
able  to  face  the  challenges  of  an 
increasingly  competitive  market  both 
at  home  and  abroad  and  thus  promote 
US  prosperity  and  security.  Moreover, 
they  may  reduce  the  reliance  on  the 
import  relief  trade  laws  that  may  be 
sought  by  firms  and  workers  injured  by 
import  competition. 

In  considering  the  best  way  to 
improve  the  US  trade  picture  —  and 
in  particular  to  achieve  the  goal 
stated  m  the  first  report  of  the 
Competitiveness  Pohcy  Council  to 
ehminate  by  1995  the  deficit  in  our 
global  trade  in  goods  and  services 
(the  current  account)  —  the 
Subcouncil  eschewed  reducing  the 
trade  deficit  through  protectionism. 
Protectionism  can  benefit  protected 
industries  by  raising  prices  and/or 
providing  them  with  a  larger  share  of 
the  domestic  market.  However,  this 
protection  often  comes  at  great  cost 
to  the  rest  of  the  economy,  bringing 
inefficiency,  lower  incomes,  and 
slower  growth  for  the  economy  as  a 
whole.  Resources  are  diverted  from 
more  efficient  sectors  to  the  pro- 
tected sectors,  and  industrial  users 
and  consumers  ultimately  suffer  if 
the  price  of  protected  products  rises. 

Instead,  the  Subcouncil  has  put 
greatest  emphasis  on  enhancing  US 
exports  as  a  touchstone  for  US  trade 
policy  for  the  next  decade.  An  enhanced 


export  performance  would  redress 
the  foreign  debt  mcurred  m  the 
1980's  as  the  US  was  forced  to 
borrow  abroad  in  order  to  pay  for  a 
huge  trade  imbalance.  Moreover,  it 
would  establish  a  healthy  source  of 
new  jobs  in  the  US  economy  for  the 
future.  The  strategy  set  out  by  the 
Subcouncil  in  this  report  focuses  on 
enhancing  US  exports  by: 

►  stimulatmg  an  "export  mentality," 
concentratmg  on  smaller  businesses 
new  to  exporting; 

►  ensuring  stability  and  growth  in 
world  export  markets; 

►  improving  government  programs 
that  enhance  exports;  and 

►  reducing  export  disincentives. 

Why  Export? 

The  importance  of  trade  in  the 
US  economy  has  increased 
dramatically  in  recent  years.  Exports 
and  imports  of  goods  and  services 
now  equal  one  quarter  of  our  entire 
gross  national  product.  That  ratio 
has  doubled  over  the  past  twenty 
years  and  is  now  as  high  as  in  Japan 
or  the  European  Community  as  a 
group.  During  the  second  half  of  the 
1980's,  export  expansion  became  a 
drivmg  force  for  the  US  economy 
and  the  only  source  of  growth  for 
manufacturing  jobs.  In  1991,  exports 
of  goods  and  services  accounted  for 
1 1  percent  of  gross  domestic  product 
(GDP),  up  ft-om  8..'!  percent  m  1980, 
and  up  substantially  from  the  dollar- 
driven  slump  in  export  dependence 


of  7.2  percent  between  1980  and 
1985.  Today,  we  export  one  quarter 
of  all  goods  we  produce. 

There  are  at  least  three  main 
reasons  to  export: 

►  growth  in  the  economy; 

►  jobs  with  higher  skill  and  wage 
levels;  and 

►  numerous  advantages  to  individual 
firms. 

Growth  in  the  Economy 

.Merchandise  exports,  which  grew  66 
percent  between  1987  and  1991  to 
$42 1 .6  biUion,  have  become  a  driving 
force  for  the  US  economy.  One  of 
the  only  bright  spots  in  the  US 
economy  in  the  past  five  years,  in 
fact,  has  been  export  performance. 
From  1987  to  1992,  export  growth 
accounted  for  about  44  percent  of 
US  economic  growth.  Developments 
in  more  recent  years  demonstrate  the 
importance  of  exports  even  more 
dramatically.  Since  1989,  exports 
have  directly  accounted  for  93 
percent  of  US  economic  growth, 
significantly  softening  the  impact  of 
economic  slowdown  at  home.' 

The  importance  of  exports  to  the 
US  economy  is  highhghted  by  the 
high  level  of  export  dependence  as  a 
proportion  of  production  of  a  variety 
of  different  sectors  in  the  United 
States  in  1990  (the  latest  available 
data);' 

►  oil  field  machinery  -  77  percent 

►  aircraft  -  48  percent 

►  semiconductors  -  42  percent 

►  mining  equipment  -  36  percent 
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^  computers  and  peripherals  -  36 
percent 

►  construction  machinery  -  29 
percent 

^  industrial/analytical  equipment  - 
29  percent 

►  machine  tools  -  28  percent. 

Exports  and  U.S.  Employment 

Exports  are  now  crucial  to  the 
employment  picture  in  the  United 
States.  Exports  contributed  25 
percent  of  the  growth  in  US  private 
industry  jobs  between  1986  and 
1990.  Particularly  striking  is  the  fact 
that  exports  contributed  almost  all  of  the 
job  growth  in  manufacturing  industries, 
nearly  offietting  the  overall  manufactur- 
ing job  losses  in  the  US  economic 
slowdown  through  1991.*  According  to 
a  recent  Census  Bureau  report, 
exports  supported  more  than  one  in 
six  US  manufacturing  jobs  in  1989.' 
In  1990,  over  7  million  Americans 
owed  their  jobs  to  exports,  up  from  5 
miUion  in  1 986.  The  share  of  total 
jobs  supported  by  exports  rose  to  7.5 
percent  in  1990  from  5.7  percent  in 
1986.' 

Jobs  supported  by  exports  pay  better 
than  the  average  job.  According  to  a 
recent  US  Trade  Representative 
(USTR)  study,  workers  employed  in 
export-related  jobs  make  1 7  percent 
more  than  the  average  US  worker.' 
Wages  for  manufacturing  workers  in 
export-related  jobs  averaged  about 
10  percent  higher  than  the  national 
average.  A  strong  wage  advantage  for 
export-related  service  workers  is 
particularly  encouraging  because 


most  of  die  recent  job  growth  in  the 
US  economy  has  been  in  the  service 
sector.' 

Another  recent  study  concludes 
not  only  that  export-related  wages  are 
higher  than  the  national  average,  but 
that  wages  in  import-sensitive  indus- 
tries are  substantially  lower  —  by 
about  16  percent  —  than  the  national 
average.  Export-intensive  industries 
in  the  United  States  employ  more 
skilled  workers  and  do  more  research 
and  development  than  import- 
intensive  industries.  The  implication  far 
the  United  States,  therefore,  is  that 
policies  that  succeed  in  promoting  trade 
and  increasing  exports  Tuill  tend  to  raise 
■welfare  by  moving  workers  from  lower-  to 
higher-wage  industries' 

Benefits  to  Firms 

In  addition  to  their  macroeconomic 
importance,  exports  bring  significant 
benefits  at  the  firm  level.  By  expand- 
ing the  niarket  for  specific  products, 
exports  allow  firms  to  spread  fixed 
resource  costs  over  a  larger  customer 
base,  improving  their  overall  return 
on  investment.  Exports  also  enhance 
the  ability  of  US  firms  to  compete 
domestically  and  overseas  as  they 
respond  to  innovations  of  foreign 
competitors  and  the  demands  of 
foreign  customers.  By  exposing 
themselves  to  global  competition, 
US  companies  are  less  hkely  to  be 
caught  unprepared  by  new  develop- 
ments affecting  their  industry. 
Moreover,  by  diversifying  the  market 
base  of  corporations,  exports  provide 
a  cushion  against  business  cycles 


which  are  often  irregular  from 
country  to  country  and  against 
volatile  exchange  rates.  The  result  is 
that  the  corporation  can  more  Lkely 
ride  out  slumps  in  one  market 
without  suffering  irreparable  harm,  a 
situation  of  particular  importance  for 
many  firms  in  the  recent  economic 
slowdown  in  the  United  States. 

Exports  act  as  both  a  measure  and 
catalyst  of  the  competitiveness  of 
individual  firms.  Exposure  to  global 
markets  —  not  only  through  exports, 
but  through  impon  competition  as 
well  —  sharpens  incentives  to 
iimovate,  tightens  firms'  internal 
organization,  and  thereby  enhances 
efficiency.  In  short, ^rmj  that  export 
are  better  equipped  to  compete  both  at 
home  and  abroad. 

A  Long  Way  to  Qn 

A  major  US  policy  goal,  there- 
fore, should  be  to  encourage 
US  firms  to  export  and  to  create  an 
environment,  both  domestic  and 
international,  that  enhances  US 
exports.  Despite  major  gains  in  the 
last  few  years,  however,  the  US  trade 
record  of  the  last  decade  is  cause  for 
alarm.  The  alarm  is  four-fold: 

(1)  The  trade  deficit  —  which  bal- 
looned in  the  1980s  and  shrank 
after  1987  thanks  to  the  dollar 
devaluation  and  strong  global 
growth  —  is  growing  again. 

(2)  The  sectoral  composition  of  the 
US  trade  deficit  shows  some 
disturbing  trends. 
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(3)  The  US  share  of  world  export 
markets  has  decHned. 

(4)  Domestic  disincentives  deter 
bilbons  of  dollars  in  US  exports. 


1 .  Growing  Trade  Deficit 

First,  the  persistent  US  merchandise 
trade  deficit  shows  signs  of  expanding 
once  more.  The  trade  deficit  grew 
682  percent  to  $1 52. 1  billion  from 
1981  to  1987,  though  it  recovered  -'i6 
percent  to  $66.3  billion  by  1991 .  In 
1992,  however,  the  deficit  grew  again 
to  close  to  $80  billion.  Of  particular 
concern  is  the  slowing  rate  of  export 
growth,  down  from  28  percent  in 
1 988  to  9  percent  in  1 99 1 .  In  1 992 
exports  grew  even  more  slowly  while 
the  pace  of  import  growth  picked  up 
due  to  the  resumption  of  domestic 
demand. 

The  principal  cause  of  the  ■widening 
trade  defiat  is  the  global  slcrxdo^un  in 
economic  growth.  Growth  in  the 
industnahzed  world  has  been  anemic 
the  last  two  years,  and  demand  for  US 
exports  has  stagnated.  Moreover, 
while  the  United  States  appears 
poised  for  recovery,  the  near-term 
prospects  m  Europe  and  Japan  are  not 
good,  and  thus  US  exports  to  these 
important  markets  are  unlikely  to 
exhibit  renewed  growth.  The  demand 
shortfall  in  the  mdustriabzed  world 
has  been  offset  to  some  degree  by 
continued  dynamic  growth  m  East 
Asia  and  Latin  America.  However, 
these  positive  trends  cannot  make  up 
for  the  slow  export  growth  in  the 
major  industrialized  markets. 


Trends  in  the  exchange  rate  are 
another  factor  that  will  make  it  more 
difficult  to  continue  the  rapid  rates  of 
export  growth  we  had  experienced  in 
the  last  five  years.  In  the  early  part  of 
the  last  decade,  US  businesses  suf- 
fered the  consequences  of  an  ex- 
tremely high  dollar  relative  to  the 
currencies  of  the  other  major  trading 
nations.  US  companies  had  a  difficult 
time  competing  in  export  markets, 
and  were  beleaguered  at  home  by  a 
huge  inflow  of  imports.  The  fall  in 
the  US  dollar  exchange  rate  following 
the  "Plaza  Accord"  in  September 
1985  reversed  the  adverse  impact  on 
US  industries,  allowing  them  once 
more  to  be  price  competitive  in  global 
markets.  Subsequently,  US  exports 
boomed  and  US  firms  recovered 
much  lost  ground.  This  trend  toward 
improvement  has  been  diminishing, 
however,  this  past  year. 

While  the  post-Plaza  Accord  level 
of  the  US  dollar  has  helped  US 
industry  to  compete,  export  growth 
can  expect  htde  help  from  further 
depreciations  of  the  dollar,  which  has 
remained  relatively  stable  against 
other  major  currencies.  In  fact, 
because  the  US  economy  is  strength- 
ening while  Europe's  and  Japan's 
economies  stagger,  there  will  likely  be 
upward  pressure  on  the  dollar.  An 
additional  concern  at  present  is 
volatihty  m  exchange  rates,  such  as 
the  impact  of  the  European  monetary 
crisis  experienced  in  1992  and  con- 
tinuing to  date.  This  volatility  is 
introducing  a  large  element  of 
uncertainty  among  US  exporters  and 


foreign  investors.  However,  with 
relative  stabifity  for  the  US  dollar,  the 
greatest  factor  influencing  US  expon 
growth  is  now  the  slow  growth  of 
demand  in  overseas  markets. 

2.  Composition  of  the  Trade 
Deficit 

Second,  the  sectoral  composition  of 
the  trade  deficit  shows  some  disturb- 
ing trends.  From  1981  to  1987,  US 
industries  were  hammered  as  exports 
stagnated  or  dechned  and  imports 
took  market  share  in  the  United 
States.  The  United  States  has  histori- 
cally been  a  strong  exporter  of  capital 
goods,  defined  as  products  used  in  the 
manufacture  of  other  goods  or  the 
provision  of  services."  However,  by 
1987  the  $46  bilhon  surplus  in  capital 
goods  the  United  States  enjoyed  in 
1981  was  gone.  TTie  deficits  in 
automobiles  and  consumer  goods 
were  spectacular,  cUmbing  to  a 
combined  level  of  $1 30  billion.  On 
top  of  this,  agricultural  exports  — 
which  had  accounted  for  1 8  percent 
of  US  exports  in  1981  —  fell  substan- 
tially in  volume  and  as  a  share  of  US 
exports. 

There  has  been  marked  improve- 
ment in  the  trade  balance  over  the  last 
five  years,  accounted  for  primarily  by 
sharply  increased  ex-ports  stimulated 
by  a  lower  exchange  rate  and  global 
market  growth.  The  United  States 
has  recovered  its  substantial  surplus  in 
capital  goods,  due  entirely  to  a 
doubling  of  exports.  In  non-petro- 
leum industrial  supphes  and  materials, 
the  United  States  went  from  a  deficit 
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in  1987  to  a  surplus  of  around  $20 
billion  in  1992  due  to  an  increase  in 
exports  of  $40  billion.  Other  sectors, 
however,  have  not  recovered  the 
ground  lost  in  the  early  to  mid-1980s, 
despite  some  improvement  Con- 
sumer goods  exports  have  shown  the 
strongest  rate  of  percentage  growth 
since  1987,  and  automotive  exports 
have  narrowed  the  trade  deficit  in  that 
sector  by  25  percent  from  the  1987 
peak.  However,  these  sectors  are  still 
characterized  by  huge  deficits,  and  the 
combined  automotive  and  consumer 
goods  deficit  in  1 992  was  close  to  the 
$1 30  biUion  record  level.  In  agricul- 
tural trade  the  United  States  has 
maintained  its  surplus,  but  exports 
have  yet  to  recover  to  1981  levels 
while  imports  have  grown.  Agricul- 
tural exports  now  account  for  less 
than  10  percent  of  total  US  exports. 
On  the  whole,  the  competitive 
improvement  of  the  United  States 
has  been  most  pronounced  in  tliose 
industrial  sectors  best  able  to  tap 
into  global  export  markets  during 
the  period  of  a  low  dollar  exchange 
rate  and  robust  foreign  growth  that 
prevailed  in  the  late  1980s.  This  is 
particularly  true  of  the  capital  goods 
sector,  which  now  accounts  for 
almost  40  percent  of  US  exports, 
and  some  elements  of  the  industrial 
supplies  and  materials  sector, 
particularly  chemical  and  allied 
products.'"  The  good  news  is  that 
the  US  export  share  has  remained 
stable  in  high-technology  manul^c- 
tures.  Declining  US  export  com- 
petitiveness is  concentrated  in 


medium-  and  low-technology 
manufactures." 

However,  an  important  issue  cf 
concern  is  the  declining  US  share  of  ■world 
exports  of  finished  goods,  down  4 
percentage  points  fi-om  1981  to 
1990.''  TTiis  trend  suggests  that  US 
comparative  advantage  may  be 
moving  away  fi'om  finished  goods 
toward  industrial  supplies."  This 
shift,  due  largely  to  weak  US  invest- 
ment relative  to  investment  abroad,  is 
disturbing  because  the  oudook  for 
demand  for  finished  goods  may  be 
more  promising  than  that  for  indus- 
trial goods."  In  addition,  persistendy 
large  trade  deficits  in  consumer  and 
automotive  goods  remain  a  problem." 

3.  US  Share  of  World  Export 
Market 

Third,  the  US  share  of  the  world  export 
market,  an  important  measure  of  export 
competitiveness,  has  declined  over  the  last 
decade.  The  dramatic  losses  in  global 
market  share  in  the  early  1 980s  due  to 
the  appreciation  of  the  dollar  have  not 
been  fully  recovered.  However,  US 
multinationals  and  their  majority 
owned  firms  have  held  their  ground 
in  global  export  markets  with  a  stable 
market  share  of  1 7  to  1 8  percent  for 
over  two  decades."  Shares  lost  by 
US-based  parents  have  been  gained 
by  foreign  affiliates. 

If  US  firms  are  competitive  hut  the 
United  States  as  a  country  is  not,  this 
suggests  that  national  solutions  must  he 
fimnd  that  go  beyond  what  management 
can  do  at  the  firm  level  and  what  the 
gpventment  can  do  at  the  international 


level.  Broadly  speaking,  this  Subcoundl 
addresses  initiatives  to  stimulate  and 
stabihze  world  markets  abroad  and  to 
remedy  national  problems  that  reduce 
export  competitiveness  at  home.  In  the 
latter  category  —  domestic  solutions 
—  the  Trade  Policy  Subcoundl 
specifically  addresses  the  creation  of  an 
export  culture  among  US  businesses, 
export  controk,  and  insufficient  export 
financing  in  this  report  Other  issues, 
such  as  inadequate  education,  skills, 
productive  capital  formation,  and 
technological  impetus  are  addressed  by 
other  Subcoundls. 

4.  Domestic  Disincentives  to 
Exports 

Fourth,  while  the  recent  debate  over 
US  competitiveness  has  largely 
ignored  the  issue,  domestic  disincen- 
tives to  US  exports  deter  bilUons  of 
dollars  in  sales  and  thus  rival  many 
other  elements  affecting  US  com- 
petitiveness in  importance.  A  forth- 
coming study  estimates  that  US 
exports  foregone  due  to  US  export 
disincentives  could  be  as  high  as  $30 
billion  aimually."  Particularly 
important  disincentives  are  inad- 
equate export  financing  and  poorly 
conceived  export  controls.  Other 
export  disincentives  include  inad- 
equate export  promotion  services 
and  restrictive  tax,  product  Uability, 
and  antitrust  polides.  Not  only  do 
these  disincentives  cause  US  firms  to 
lose  export  sales,  but  they  often  lead 
US  firms  to  establish  manufacturing 
facilities  abroad  in  order  to  circum- 
vent domestic  export  disincentives. 
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II.  Ten  Points  to  Making  a  Trade  Policy  for  a  More 
Competitive  America 


As  noted  above,  the  objective  of 
the  Subcouncil  is  to  ensure  that 
trade  policy  enhances  the  competi- 
tiveness of  US  industry  both  at  home 
and  abroad.  After  extensive  consider- 
ation, the  Subcouncil  came  to  a 
consensus  on  the  following  major 
recommendations: 

1.  Stimulate  an  "export  mentality"  by 
concentrating  on  the  untapped 
export  potential  oi small  and  mid- 
sized businesses. 

1.  Coordinate  world  growth  strate- 
gies and  exchange  rate  poUcies  to 
ensure  expanding  markets  for  US 
exports  and  to  maintain  a  competi- 
tive level  for  the  dollar  that  allows 
US  goods  to  compete  in  world 
markets  and  reflects  the  US 
current  account  position. 

3.  Open  markets  for  US  exports 
through  multilateral,  regional,  and 
bilateral  negotiabons,  with 
particular  attention  to  concluding 
the  Uruguay  Round. 

4.  Enhance  government  programs  to 
promote  and  finance  trade  with  both 
public  and  commercial  funds. 

5.  Reduce  export  disincentives,  particu- 
larly by  streamlining  the  export 
control  regime. 


6.  Ensure  that  trade  la-d>s  are  focused 
on  enhancmg  US  competitiveness 
and  expanding  export  markets. 

7.  Streamline  the  trade  bureaucracy. 

The  following  is  an  elaboration  of 
the  Trade  Subcouncil  recommenda- 
tions. The  major  topics  are  (1) 
creating  an  export  culture;  (2)  world 
growth  and  exchange  rate  coordma- 
tion;  (3)  trade  negotiations;  (4) 
export  financing;  (5)  export  promo- 
tion; (6)  export  controls;  (7)  other 
export  disincentives  —  including  tax 
policy,  product  habiUty  law,  and 
antitrust  laws;  (8)  trade  laws;  (9) 
foreign  investment;  and  (10)  revamp- 
ing the  trade  bureaucracy. 


1 .  Creating  an  Export 
Mentality 

Relative  to  our  global  competitors, 
the  US  commitment  to  exports  is 
weak.  The  clearest  indication  of  this 
is  that  the  export  component  of  the 
US  economy  falls  far  short  of  the 
export  component  of  the  economies 
of  our  major  trading  partners.  In  the 
United  States,  merchandise  exports 
accoimted  for  7.3  percent  of  GNP  in 
1990,  up  from  5.5  percent  in  1985.'" 


The  average  for  Germany,  Japan,  the 
United  Kingdom  and  Canada  in 
1990  was  over  18  percent." 

At  present,  too  few  US  firms 
export.  Only  10  percent  of  US  firms 
are  regular  exporters.  A  few  large 
firms  account  for  the  bulk  of  US 
exports,  despite  the  fact  that  90 
percent  of  US  manufacturers  are 
small  and  mid-sized  firms.  A  recent 
study  by  the  Census  Bureau  found 
that  in  1987,  50  companies  ac- 
counted for  43  percent  of  all  US 
exports,  and  15  percent  of  exporting 
firms  accounted  for  85  percent  of  all 
exports.  These  figures  suggest  a 
large  potential  for  export  growth, 
particularly  among  small  and  mid- 
sized companies.  It  should  be  noted, 
however,  that  many  smaller  US 
companies  are  indirect  exporters  as 
components  suppliers  of  "big  ticket" 
exports  such  as  airplanes. 

Small  and  medium-sized  businesses 

—  which  are  now  less  likely  to  export 

—  should  be  the  focus  of  efforts  to 
promote  an  export  mentality.  To 
reach  more  small  and  medium  sized 
businesses,  infrequent  exporters 
should  be  targeted  in  export  promo- 
tion efforts.  In  a  Commerce  Depart- 
ment 1989  strategic  study  review, 
infrequent  exporters  were  defined  as 
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entities  who  have  a  desire  to  export, 
but  that  neither  have  the  means  or 
know-how  to  be  regular  exporters.'" 
Over  85  percent  of  US  exporters  fell 
in  this  category.  At  the  same  time, 
current  exporters  must  be  encouraged 
to  become  even  stronger  in  interna- 
tional markets,  and  to  become  better 
represented  in  unserved  markets. 
Large  companies,  in  particular, 
should  not  be  taken  for  granted. 
While  larger  firms  accoimt  for  most 
US  exports,  there  is  still  much  room 
for  improved  export  performance  by 
these  firms.  Hence,  promoting  an 
export  mentality  requires  widespread 
acceptance  among  firms  of  all  sizes  of 
the  desirabihty  and  feasibility  of 
exporting. 

Though  much  work  remains  to  be 
done,  there  are  encouraging  signs 
that  an  export  mentahty  is  beginning 
to  develop  among  US  businesses. 
During  the  recent  economic  slow- 
down from  1989  to  1992,  in  particu- 
lar, small  US  firms  have  turned 
increasingly  to  export  markets,  and 
small  locahzed  exporters  are  market- 
ing to  a  wider  array  of  destinations." 
It  is  sdll  premature  to  determine 
whether  these  trends  will  continue 
and  significantly  improve  US  export 
competitiveness,  but  it  is  clear  that 
these  trends  must  be  encouraged. 

Recommendation 

►  The  SubcouncU  urges  the  new 
Administration  to  stimulate  an  "export 
mentality"  by  concentrating  its  resources 
—  such  as  export  financing  and  export 
promotion  programs,  and  the  attention 


of  federal  trade  officials  —  on  the 
untapped  export  potential  of  small  and 
mid-sized  businesses  -while  encouraging 
current  exporters  to  become  even 
stronger  in  international  markets. 

2.  World  Growth 
Strategies  and  Exchange 
Rate  Coordination 

The  economic  vitaUty  of  the 
United  States  depends  more 
than  ever  on  economic  conditions 
abroad.  The  greatest  threat  to  US 
export  performance  is  the  current 
economic  slowdown  affecting  most 
of  the  industrialized  nations  of  the 
world.  With  both  thejapanese  and 
German  economies  in  recession,  US 
export  growth  to  industrialized 
countries  has  slowed  significandy  in 
recent  months.  US  export  perfor- 
mance is  also  threatened  by  the 
possibiUty  that  the  dollar  value 
relative  to  other  currencies  would 
climb  to  uncompetitive  heights,  as  it 
was  in  the  early  to  mid  1 980s, 
hobbling  US  exports  and  rendering 
US  companies  vulnerable  to  import 
competition  in  the  US  markets.  Of 
particular  concern  is  the  current 
undervaluation  of  the  Japanese  yen.-' 
Slowing  export  growth  is  contrib- 
uting to  recent  trends  in  America's 
troublesome  trade  deficit.  Some  have 
advocated  policy  responses  to  deal 
with  the  persistent  trade  deficit 
which  emphasize  trade  pohcy, 
especially  import  protection.  Such 
trade  measures,  however,  are  both  a 


hmited  part  of  the  problem  and  a 
relatively  hmited  help  in  solving  it  in 
a  dynamic  and  healthy  way.  The  US 
trade  deficit,  instead,  is  caused  primarily 
by  macroeconomic  factors  and  demon- 
strably can  be  corrected  by  changes  in 
macroeconomic  policies." 

The  deficit  soared  during  1982-87 
when  US  domestic  saving  (both 
public  and  private)  dropped  sharply, 
Japan  steadily  reduced  its  budget 
deficit,  developing  countries  stag- 
gered under  the  debt  crisis,  and  the 
unsustainably  high  exchange  rate  of 
the  dollar  harmed  US  industries' 
operations  both  abroad  and  at  home. 
The  US  trade  deficit  has  declined 
sharply  since  1986-87  after  a  coordi- 
nated currency  correction  of  Sep- 
tember 1985  known  as  the  Plaza 
Accord,  Japan's  subsequent  period  of 
rapid  expansion  of  domestic  demand 
(which  dinunished  by  1991),  and  the 
resumption  of  growth  in  the  devel- 
oping world.  However,  the  US  trade 
deficit  has  begun  to  grow  once  more 
as  Japan  and  Europe  languish  in 
recession,  US  domestic  demand  is 
beginning  to  rise,  the  yen  has  once 
more  become  substantially  underval- 
ued, and  the  dollar  appears  to  be 
appreciating  against  the  German 
mark. 

This  experience  underUnes  the 
critical  importance  of  improving 
both  the  macroeconomic  policies  of 
the  major  developed  countries  and 
the  process  of  macroeconomic  and 
exchange-rate  pohcy  coordination 
between  them.  The  United  States 
and  its  G-7  partners  were  forced  into 
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such  cooperation  to  resolve  the  crises 
that  were  triggered  by  previous 
imbalances — in  and  around  the 
Smithsonian  Agreement  in  1971,  the 
Bonn  Summit  in  1978  and  the  Plaza 
Accord  in  1985.  A  much  better  and 
more  systematic  approach  in  this 
area  is  essential  in  the  future. 

Improvement  in  the  trade  balance  via 
dollar  devaluation,  however,  can  be  a 
palliative  that  does  not  get  to  the  basic 
problems — be  they  macro  or 
microeconomically  derived — which  create 
the  trade  imbalance  in  the  first  place.-* 
It  is  clear  that  more  fundamental 
differences  in  productivity,  savings 
and  investment  rates  have  much  to 
do  with  the  trade  imbalances  that 
still  so  sharply  color  US  relations 
with  countries,  such  as  Japan,  which 
maintain  large  trade  surpluses  with 
the  United  States.  Therefore, 
proactive  measures  aimed  at  ad- 
equately addressing  issues  such  as  the 
education  and  training  of  the  US 
work  force,  capital  formation,  and 
technological  impetus  must  be  taken, 
as  referenced  above. 

Domestic  policies  to  enhance 
American  economic  performance 
must  be  implemented  in  tandem  with 
policies  that  expand  international 
trade,  promote  a  competitive  ex- 
change rate  for  American  business, 
and  ensure  growing  markets  abroad 
through  coordination  of  growth 
strategies  among  the  major  industri- 
alized nations.  These  policies  will 
foster  a  permanent  export  mentality 
in  American  industry  and  energize 
American  firms  to  invest  domesti- 


cally —  and  thus  create  jobs  —  to 
meet  demand  abroad,  and  thus 
ensure  the  continued  growth  of  US 
exports  as  well  as  the  competitiveness 
of  US  industry  in  the  US  markets. 

Recommendations 

►  Encourage  NeTu  G-1  Initiatives  to 
Sustain  Growth  of  Global  Markets  and 
to  Maintain  a  Competitive  Exchange 
Rate  for  the  Dollar  —  The  Subcouncil 
urges  the  new  admmistration  to  work 
with  our  G-7  partners  to  reform 
systematically  the  institutional 
framework  to  improve  coordination 
on  growth  and  exchange  rate  policy. 

•  Global  Growth  Strategy  — 
Encouraging  faster  world-wide 
economic  growth  may  be  the  best 
way  to  promote  the  continued 
growth  of  US  exports.  A  global 
growth  strategy  should  be  devel- 
oped by  the  G-7  for  the  long 
term.  In  the  short  term,  additional 
fiscal  stimulus  should  be  encour- 
aged in  Japan,  where  the  budget  is 
in  a  sizable  surplus,  and  fiscal 
tightening  should  be  encouraged 
in  Germany,  which  would  fecili- 
tate  lower  interest  rates  in  Ger- 
many itself  and  throughout 
Europe. 

•  Exchange  Rate  Coordination  — 
The  G-7  should  build  upon  the 
"reference  ranges"  installed  at  the 
Louvre  Accord  in  1987  to  main- 
tain a  competitive  level  for  the 
dollar  that  allows  US  goods  to 
compete  in  world  markets  and 
reflects  the  US  current  account 
position.  In  particular,  the  yen's 


current  undervaluation  must  be 
addressed.  There  must  be  a  clear 
United  States  commitment  to 
avoid  a  repeat  of  the  1981-85 
neglect  of  the  relative  value  of  the 
dollar  which  was  a  disaster  for  US 
trade.  To  support  such  a  commit- 
ment, the  United  States  must 
address  the  budget  deficit  to 
sustain  low  long-term  interest 
rates  and  a  competitive  exchange 
rate  for  the  dollar. 


3.  Trade  Negotiations 

Exports  are  now  a  ma)or  driving 
force  of  the  US  economy,  and 
continued  healthy  economic  recov- 
ery in  the  United  States  depends  on 
expanding  export  markets  for  US 
products  through  market  opening 
initiatives.  American  firms  must  have 
access  to  worldwide  markets,  which 
are  three  times  as  large  as  the  US 
market  in  the  aggregate.  Next  to 
promoting  a  global  growth  strategy, 
trade  negotiations  are  the  most 
important  means  of  expanding  world 
markets  for  US  expons. 

In  the  post-war  period,  trade 
expansion  has  served  as  an  engine  of 
growth  that  has  benefitted  the 
United  States  and  the  entire  world. 
This  expansion  was  spearheaded  by 
the  United  States  primarily  through 
multilateral  agreements  under  the 
auspices  of  the  General  Agreement 
on  Tariffs  and  Trade  (GATT).  The 
GATT  system  has  created  rules  to 
promote  freer  trade  while  allowing 
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countries  to  safeguard  their  vital 
industries,  provided  common  refer- 
ence points  to  distinguish  what 
constitutes  an  unfair  trade  practice, 
and  has  reduced  the  tendency  to 
resort  to  exclusive  or  discriminatory 
bilateral  or  regional  trading  blocs. 
Moreover,  GATT  commitments  are 
a  buffer  against  the  pressures  from 
particular  domestic  industries  to 
push  for  market  restricting  measures 
that  enhance  one  industry's  market 
strength  at  the  expense  of  national 
competitiveness  and  Uving  standards. 

However,  much  remains  to  be 
done.  Restrictions  to  US  exports 
persist  in  many  markets  around  the 
world.  In  addition,  new  rules  are 
needed  covering  a  wider  range  of 
subjects,  such  as  services  (including 
financial  services),  intellectual 
property,  subsidy  practices,  and 
dispute  settlement  procedures. 

The  major  goat  of  US  trade  negotia- 
tors should  continue  to  be  to  ensure  access 
to  foreign  markets  for  US  exports  and  to 
create  a  stable  and  favorable  interna- 
tional business  climate.  This  goal  is 
best  achieved  through  multilateral 
negotiations  —  under  the  rubric  of 
the  General  Agreement  on  Tariffs 
and  Trade  —  aimed  at  market 
hberahzation  and  the  promotion  of 
greater  international  cooperation  on 
economic  issues.  In  certain  circum- 
stances, however,  regional  and 
bilateral  initiatives  can  be  effective 
mechanisms  to  attain  US  trade  goals. 
Such  initiatives  can  be  especially 
useful  to  move  beyond  multilateral 
rules  and  help  push  for  faster  global 


progress  in  trade  and  services 
hberahzation. 

Recommendations 

►  Uruguay  Round  Wrap-Up  —  The 
Uruguay  Round  of  GATT  negotia- 
tions is  in  its  seventh  inconclusive 
year.  The  United  States  stands  to 
gain  greatly  once  the  Uruguay 
Round  achieves  the  GATT  objec- 
tives to  hberalize  further  market 
access,  to  extend  GATT  coverage  to 
new  areas  such  as  services,  invest- 
ment, intellectual  property,  and 
agriculture,  and  to  improve  dispute 
settlement  provisions.  The 
Subcoundl  calls  for  the  successful 
conclusion  of  the  Uruguay  Round  of 
GATT  negotiations  at  the  earUest 
possible  date. 

►  Post-Uruguay  Round  Agenda, 
Including  Trade  and  the  Environment 
—  Although  the  Uruguay  Round  will 
significandy  expand  the  scope  of 
trade-related  activities  covered  by 
GA 1  1  rules,  many  trade  issues  — 
such  as  rules  governing  foreign 
investment  —  will  remain  unre- 
solved. Another  major  issue  is  the 
relationship  between  trade  and  the 
environment.  Confhct  between 
environmentaUsts  and  the  trade 
community  could  be  a  threat  to  the 
GATT  and  US  environmental  laws. 
This  conflict,  however,  is  largely 
unnecessary.  The  goals  of  freer  trade 
and  environmental  protection  can 
very  often  be  coexistent  and  mutually 
remforcing.  The  Subcouncil  recom- 
mends that  the  United  States  adopt  a 
more  constructive  and  progressive 


stance  on  the  intersection  between 
trade  and  the  environment  in  inter- 
national fora  and  aggressively  work 
to  see  that  our  trading  partneis  do  so 
as  well,  particularly  in  a  post-Uru- 
guay Round  midtilateral  trade 
negotiation. 

►  Regional  and  Bilateral  Market- 
Opening  Negotiations  —  While 
multilateral  agreements  are  the  ideal, 
they  should  not  be  the  only  option 
available  to  the  United  States. 
Regional  and  bilateral  negotiations 
can  have  important  market  expand- 
ing effects.  They  can  complement 
multilateral  agreements  by  achieving 
deeper  cuts  in  trade  barriers  with 
willing  trade  partners,  or  inducing 
recalcitrant  trading  partners  to 
comply  with  GATT  agreements. 
Moreover,  if  the  Uruguay  Round  of 
multilateral  negotiations  do  not 
reach  a  timely  and  successfiil  conclu- 
sion, regional  and  bilateral  mecha- 
nisms can  be  used  to  accomphsh 
goals  that  have  eluded  the  multilat- 
eral process.  The  regional  NAFTA 
negotiations  have  gone  further  than 
the  GATT  in  achieving  agreement 
on  such  issues  as  intellectual  prop- 
erty rights,  investment  and  govern- 
ment procurement.  To  the  extent 
that  such  negotiations  result  in 
agreements  that  the  US  approves, 
provisions  must  be  made  for  envi- 
ronmental protection  and  labor 
adjustment 

The  bilateral  Structural  Impedi- 
ments Initiative  (SII)  with  Japan  has 
had  some  important  market  opening 
effects.  The  SII  represents  a  mini- 
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maL  vet  positivt,  fiist  step  tcm-ards 
spmnine  stTDcniTal  difierences 
between  the  United  Sutes  and  Japan. 
One  of  tbe  main  defects  of  the  SII 
has  been  its  transitor\-  nature. 
Becaose  the  initiative  deals  with 
kme-term  problems,  a  long-tenn 
framework  is  needed  for  negotiations 
and  action.  The  Subcouncil  recom- 
mends that  the  Sn  framework  be 
revamped  and  reinvigorated,  partiai- 
brir  with  respect  to  antitrust  and 
competition  poHdes. 
►  Use  cfSecaoH  iOl  —  Section  301 
sfaoold  be  fbrcefnOT  porsned  in  cases 
where  US  exports  are  beine  harmed 
by  the  unwillingness  of  trading 
partners  to  remove  trade  barriers  or 
comph-  with  intemationai  trade 
agreements.  In  most  cases.  Section 
301  actions  —  which  permit  the 
USTR  to  impose  retahatory  mea- 
sures against  foreign  countries  that 
deny  isar  and  equitable  access  to 
their  markets  to  the  detriment  of  US 
businesses  —  have  led  to  negotiated 
setdements  favorable  to  US  bua- 
nesses  \n'  opening  foreign  markec  to 
US  gtjods  and  services  and  protect- 
ing US  intellecmal  property.  A 
recent  stud)-  found  that  the  fOTceful 
use  of  Section  301.  as  it  has  been 
employed  to  date,  has  produced 
modest  trade  gains  for  the  United 
States  and  has  not  measurably 
increased  die  risk  of  costly  trade 
wars.^  Actual  retaliation  has  been 
rare  and  usually  reflects  a  failure  to 
achieve  a  negotiated  obiective. 
Hence,  Secticm  301  should  be  used 
as  a  tool  to  achieve  US  eoals  fw  a 


comprehensrve  market-openine 
strateg)"  in  hne  with  an  o%-eraIl  trade 
and  mdustnal  strateg>-  w-hkrh  takes 
into  account  US  intemabonal 
agreements-  By  the  same  token,  the 
US  abihty  to  take  301  actions  where 
no  intemanonal  rules  exist  should 
not  be  constrained  b\"  undertakings 
at  the  Uruguay  Round.  Section  301 
action  should  target  sectors  on  the 
basis  of  their  importance  to  US 
competitr>-eness  and  their  relevance 
to  a  wide  range  of  US  products  and 
services. 


4.  Export  Financing 

Once  access  to  foreign  markets 
has  been  attained,  export 
firupidng  an  pUj  tn  imporunt  rule  in 
enhtnang  the  competiazmess  of  US 
products  tnd  in  Mttrtcttng  USprms  to 
exporting.  EipcaT  financing  provides 
competitive  financing,  loan  guaran- 
tees, or  insurance  to  help  US  busi- 
nesses close  export  deals.  It  b 
particularh-  important  for  US 
exporters  because  it  permits  them  to 
compete  »ith  foreign  firm's  exports 
financed  In-  foreign  official  export 
credit  agendes- 

However,  US  export  credit 
programs  are  inadequate  compared 
with  those  of  our  major  competitors 
and  cannot  meet  the  demand  for 
financing  from  US  exporters.  The 
export  credit  programs  of  the 
Elxpon-Import  Bank  of  the  United 
States  (Enmbank)  —  the  primary- 
federal  agency-  providing  expon 


credits  —  and  other  pro\-iders  of 
expon  credits  such  as  the  Depart- 
ment of  .Agriculture  and  the  Small 
Business  .Adirunistration.  support  less 
than  y  percent  of  total  US  exports.-'* 
In  contrast.  Japan's  export  credit 
programs  support  49  percent  of 
Japanese  exports,  while  1 1  percent  of 
exports  are  supported  in  Itah-,  10 
percent  in  France,  8  percent  in  the 
U.K.,  and  6  percent  m  Germany." 

The  low  leii-el  of  funding  for 
export  credit  programs  in  the  United 
States  demonstrates  the  low  priorit\- 
that  has  historically  been  placed  on 
exports  in  the  United  States.  .More 
importandy,  inadequate  funding 
results  in  the  loss  of  .American 
exports  and  jobs.  .According  to  one 
ongoing  stud)-,  inadequate  export 
finance  programs  are  an  impxjrtant 
export  disincentive  which  may  cost 
the  United  States  as  much  as  $5 
biUion  in  exports  each  y-ear.^  US 
capital  goods  exports  are  espedaDy 
disadv-antaged.  particularly-  in 
projects  where  private  financial 
markets  are  inadequate  (such  as 
public  infrastructure  projects  in 
developing  countries)  and  where  US 
competitors  have  government 
financing  programs  that  help  dncfa 
expon  sales. 

Elximbank's  budget  must  be 
suffident  to  satisfy  rising  demand 
for  credits,  loan  guarantees  and 
insurance  each  year.  As  markets  for 
US  exports  continue  to  grow-  in 
Latin  .America.  .Asia,  Eastern  Eu- 
rope, and  the  former  Soviet  Union, 
demand  for  Eximbank  services  is  on 
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the  rise.  In  1991,  the  value  of 
exports  assisted  b)-  the  Eiimbank 
rose  28.7  percent  to  $12.1  bilBon, 
the  highest  level  since  1981 .  In  that 
year  Eiiinbank  was  unable  to  meet 
all  the  demand  for  support  of  US 
eipon  sales  and  deferred  $250 
million  in  additional  requests  until 
the  1992  fiscal  year.  In  1992,  the 
Eiimbank  carried  over  about  $400 
million  in  authorizations  into 
1993.-''  The  Eiimbank's  goal  is  to 
assist  the  doubling  of  US  exports  m 
the  next  five  years,  but  current 
financing  levels  are  inadequate  to 
the  task. 

Demand  for  Ejdmbank  services  in 
1993  could  be  as  high  as  $20  bflbon, 
requiring  approximately  a  $1 .2 
billion  subsidy.  For  fiscal  year  1993, 
however,  Congress  authorized  only 
$757  milhon  in  credit  subsidy,  vrith 
an  activity  limit  of  $1 5.5  billion  on 
Eximbank  financing,  while  the 
ceiling  on  the  bank's  outstanding 
aggregate  loan,  guarantee,  and 
insurance  authority  for  the  next  five 
years  was  raised  fi-om  $40  billion  to 
$75  billion. 

Eiimbank's  administrative  budeet 
is  also  inadequate.  For  fiscal  year 
1993,  Congress  authorized  $45.6 
milhon  for  administrati\'e  expenses, 
representing  an  increase  over  fiscal 
year  1992  of  1 4  percent  in  adminis- 
trative expenses,  less  than  the  22.5 
percent  increase  requested  by  the 
Bush  .Vdministration.  \Mthout  an 
adequate  increase  in  its  administra- 
tivE  budget  the  Eximbank  will  be 
unable  to  meet  efiectiveh'  the 


steadily  nsmg  demand  for  its  ser- 
vices, especially  fi'om  small  and  mid- 
sized companies. 

Tn  particular,  more  perscmnel  is 
needed  to  ensure  that  app>licatioDS 
for  assistance  can  be  processed  in  a 
timely  manner,  a  matter  that  is 
especially  imponant  for  smaller 
enterprises.  Because  competitiveness 
for  exporters  often  hinges  on  their 
abihty  to  meet  demand  for  their 
products  in  a  tnnely  manner, 
Eximbank  delays  can  hinder  the 
abihty  of  US  exporters  to  compete 
globally.  The  Eiimbank  has  in- 
creased productivity  to  maintain  its 
turnaround  time  in  the  bee  of 
rapidly  rising  demand  and  mcreas- 
ingly  complex  programs.  However, 
without  additional  personnel  and 
financiag  F.rinihank  services  will 
surely  deteriorate. 

For  example,  the  rapid  growth  of 
the  workmg  capital  guarantee 
program  has  not  been  met  with  any 
increases  in  personnel  dedicated  to 
the  program.  The  same  is  true  of  the 
Eiimbank's  expon  insurance  pri>- 
gram  —  the  single  largest  Eiimbank 
program  —  which  has  now  been 
brought  in-bouse  with  the  cancella- 
tion of  a  contract  fcff  its  administra- 
tion with  the  Foreign  Credit  Insur- 
ance .Association.  The  Enmbank 
must  work  more  aggressiveh-  with 
insurance  brokers  and  its  regional 
offices  to  better  market  its  insurance 
services,  aiKl  it  must  dedicate  more 
resources  to  prevent  a  deterioration 
in  the  turnaround  time  for  process- 
ing appbcatioos. 


Even  if  the  Ejdmbank's  budgetary 
problems  are  solved,  however, 
Eiimbank  efforts  will  not  be  suffi- 
aent  without  significantly  mcwe 
commercial  bank  involvement  in 
eiport  financing.  TTiis  invcrfvement 
dropped  sharply  with  the  sovereign 
debt  crisis  in  Latin  .America  and 
.Afiica  in  the  early  1980s  and  has  yet 
to  recover  fully.  Smaller  eiporreis,  id 
particular,  find  it  diflScult  to  obtain 
eipon  financing  from  commercial 
banks.  .A.  solution  to  this  problem,  by 
reducing  the  risk  to  smaller  export- 
ers, would  mdoce  more  export 
involvement  bt'  more  firms. 

.Another  important  issue  that  must 
be  addressed  is  tied  aid  financing.  US 
exporters  have  long  been  at  a  disad- 
vantage against  foreign  competitors 
which  ha^-e  had  access  to  developing 
markets  through  the  aid  programs  of 
then-  home  countries.  The  Umted 
States  must  have  a  strategy  to  induce 
Its  trading  partners  m  enforce  the 
pro%-isians  of  the  Organization  for 
Economic  Cooperation  and  Devel- 
opment (OECD)  agreement  cover- 
ing tied  aid  finance  and  "mixed 
credits'  that  blend  commercial-type 
financing  with  development  lending. 
In  addirion,  the  United  States  must 
commit  resources  to  enable  US  firms 
to  compete  in  those  areas  which  have 
been  allowed  in  the  agreement 
While  the  OECD  agreement  must 
be  given  time  to  demonstrate  its 
potential  capaaty  to  reduce  the  use 
of  subsidies,  the  Fiimbank  must  be 
armed  with  adequate  resources  to 
match  other  governments*  ofiters  and 
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be  pro-active  where  appropriate  to 
position  US  exporters  in  key  mar- 
kets. 

In  short,  the  rapid  growth  of  US 
exports  has  sharply  increased  the 
demand  for  all  types  of  export 
financing  in  recent  years.  Current 
programs,  however,  are  unable  to 
fully  meet  that  demand.  The 
Subcouncil  recommends  that  the 
quality  and  quantity  of  US  export 
credit  support  be  increased  sharply 
with  the  following  measures: 

Recommendations 

►  Increase  Extmhank  's  budget  —  In 
order  to  ensure  that  Eximbank  has 
sufficient  budget  authority  to  meet 
the  demand  for  export  financing,  the 
Subcouncil  recommends  $20  bilhon 
in  Eximbank  program  authority  for 
fiscal  year  1994,  requiring  approxi- 
mately a  $1.2  billion  subsidy.  The 
Subcouncil  also  recommends  a 
substantial  increase  in  the  adminis- 
trative budget  of  the  Eximbank. 
More  staff  must  be  dedicated  to  the 
administration  of  current  programs 
in  order  to  ensure  that  they  are  run 
efficiently  by  avoiding  delays  m 
processing  appUcations.  Until  this 
problem  is  addressed,  additional 
funding  authority  carmot  be  used 
effectively. 

►  Engage  Commercial  Banks  m  Export 
Financing  —  The  recent  Eximbank 
charter  renewal  requires  the 
Eximbank  to  support  commercial 
bank  involvement  in  its  export 
financing  operations.  In  order  to 
carry  out  this  mandate  effectively,  the 


Eximbank  should  aggressively  pursue 
a  delegated  authority  program  for 
commercial  banks  with  which  it  has 
an  estabbshed  working  relationship. 
This  measure  —  which  would  allow 
selected  commercial  banks  to  provide 
Eximbank  services  direcdy,  bypassing 
the  overburdened  Eximbank  bureau- 
cracy —  would  benefit  US  exporters 
both  by  reducmg  the  turnaround  time 
for  processing  applications  and  by 
providing  a  national  network  tor 
Eximbank  services.  In  addition,  the 
Eximbank  should  aggressively  pro- 
mote the  "bundlmg  program",  which 
has  a  significant  role  m  expanding 
exports  from  smaller  busmesses."' 
Private  pension  funds  and  other 
institutional  investors  should  be 
encouraged  to  invest  in  these 
Eximbank-backed  securities  floated 
by  commercial  banks  to  encourage 
US  export  activity. 
►  Strengthen  the  US  Response  to 
Subsidized  Exports  by  Trading  Partners 
—  The  United  States  must  aggres- 
sively enforce  the  OECD  agreement. 
The  Eximbank's  tied  aid  War  Chest 
should  be  adequately  fiinded  and 
used  strategically  to  this  end.  For 
fiscal  year  1993,  Congress  authorized 
$200  milhon  for  the  War  Chest. 
However,  under  the  current  arrange- 
ment aggressive  use  of  the  War 
Chest  would  diminish  Eximbank's 
direct  credit  role  because  funding  for 
the  War  Chest  comes  out  of 
Eximbank's  total  authority  for  direct 
credit  subsidy  of  $757  million. 

The  US  government  also  must  be 
prepared  to  engage  in  tied  aid 


projects  that  are  allowable  under  the 
new  agreement.  In  particular,  capital 
projects  capabibty  —  which  pro- 
motes US  exports  of  capital  equip- 
ment —  should  be  strengthened,  as 
should  the  Commodity  Import 
Program  of  the  Agency  for  Interna- 
tional Development  (AID),  which 
generates  US  exports  as  it  assists 
nations  with  balance  of  payments 
difficulties  to  maintain  imports  of 
critical  equipment  and  materials. 


5.  Export  Promotion 

Export  credit  agencies  depend  on 
export  promotion  to  ensure 
that  their  programs  are  accessible  to 
all  US  exporters,  mcluding  small  and 
mid-sized  firms.  The  Eximbank,  with 
only  350  employees  and  a  very 
hmited  regional  network,  relies  on 
the  expon  promotion  programs  of 
other  government  agencies  to  deliver 
Its  services.  In  addition  to  their  role 
in  providing  export  financing,  export 
promotion  programs  are  effecove 
when  firms  lack  export  awareness, 
when  they  lack  the  technical  exper- 
tise to  take  advantage  of  ex-port 
opportunities,  and  when  US  firms 
need  representational  assistance  m 
opening  doors  overseas." 

Like  export  financing,  export  promo- 
tion programs  are  underfunded  and 
understaffed  in  comparison  mith  our 
major  trading  partners.  A  recent  GAO 
report  found  that  m  1990  the  United 
States  spent  $0.59  for  every  $1000  of 
exports  in  non-agricultural  export 
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promotion,  while  France  spent 
$1.99,  Italy  $1.71,  and  the  United 
Kingdom  spent  $1 .62.  The  United 
States  also  ranks  at  the  low  end  in 
the  number  of  overseas  expon 
promotion  staff  per  biUion  dollars  in 
exports,  with  1 .56  persons,  while  the 
United  Kingdom  maintained  8.05 
persons  per  billion  dollars  in  exports, 
France  5.87,  Italy  4. 1 4,  and  Germany 
2.28." 

Moreover,  existing  government 
export  promotion  programs  are  an 
inefficient  bureaucratic  maze  confus- 
ing to  exporters  and  government 
officials  ahke.  Ten  federal  agencies 
operate  over  150  export  promotion 
programs."  However,  these  pro- 
grams are  not  funded  on  the  basis  of 
an  expUcit  government-wide  strategy 
or  set  of  national  priorities.  The  lack 
of  a  clear  strategy  and  a  clear  locus  of 
leadership  leads  to  funding  imbal- 
ances, dupUcation,  lack  of  coordina- 
tion, and  competition  among  the 
numerous  federal  agencies  involved. 
The  clearest  indication  of  the 
funding  imbalance  is  that  the  De- 
partment of  Agriculture  received  74 
percent  of  outlays  for  export  promo- 
tion in  1991,  and  45  percent  of 
outlays  for  loans  and  guarantees, 
even  though  agricultural  goods  only 
constitute  about  10  percent  of  US 
exports. 

Both  the  Department  of 
Commerce's  United  States  &  Foreign 
Commercial  Service  (US&FCS)  and 
the  Small  Business  Administration 
(SBA)  maintain  networks  of  field 
offices  in  the  United  States  specializ- 


ing in  export  promotion  assistance, 
but  the  GAO  found  that  the  two 
agencies  often  are  attempting  to  serve 
the  same  client  base.  The  ability  to 
provide  exporters  with  access  to 
federal  export  financing  programs  is 
limited,  in  turn,  by  the  small  number 
of  Eximbank  field  offices,  by  the 
inability  of  US&FCS  field  offices  to 
approve  Eximbank  or  other  federal 
agencies'  export  financing,  and  by  the 
hmited  use  of  SBA's  expon  financing 
program.  Overseas,  the  situation  is 
becoming  increasingly  confusing  as 
the  State  Department  and  AID 
compete  with  the  1 34  US&FCS 
export  promotion  offices,  creating 
fiiction  in  some  overseas  markets  over 
who  is  in  charge  of  providing  export 
promotion  services  to  US  businesses. 
In  addition,  more  states  are  getting 
involved  in  export  promotion,  and 
Uttle  effort  has  been  made  to  date  to 
coordinate  state  and  federal  pro- 
grams. 

A  solution  to  curtent  problems  in 
export  promotion  must  start  with  the 
development  of  a  coherent  strategy 
at  the  highest  level  and  a  commit- 
ment to  enhance  the  overall  com- 
petitiveness of  the  United  States. 
While  export  promotion  programs 
will  not  solve  America's  economic 
problems,  they  can  play  an  important 
role  in  increasing  exports  in  sectors 
in  which  the  United  States  is  com- 
petitive. In  order  to  faciUtate  the 
development  of  an  effective  export 
promotion  strategy,  and  in  order  t 
improve  the  delivery  system  for 
export  promotion  services,  the 


Subcouncil  recommends  that  the 
following  measures  be  adopted. 

Recommendations 

►  Develop  a  Coordinated  Export 
Promotion  Strategy  and  Bureaucracy  — 
Many  of  the  problems  can  be  re- 
solved by  establishing  a  clear  strategy 
and  a  clear  locus  of  leadership  that 
would  reallocate  resources  to  reflect 
new  priorities.  The  Subcouncil  is 
encouraged  by  recent  legislation 
establishing  a  statutory  basis  for  the 
Trade  Promotion  Coordinating 
Committee  (TPCC),  but  it  also 
recommends  structural  modifica- 
tions, as  appropriate,  to  raise  the 
government's  awareness  of  and 
involvement  in  overall  economic 
priorities.  Working  within  the 
framework  of  the  new  National 
Economic  Council,  the  TPCC 
should  establish  a  coherent  strateg)' 
and  clear  priorities  among  the  1 50 
current  export  promotion  programs 
scattered  across  ten  different  agen- 
cies. Redefining  the  missions  of  the 
Department  of  Commerce  and  the 
USTR  to  focus  on  export  growth 
may  help  focus  policy  makers  in  the 
bureaucracy.  And  organizationally, 
the  Subcouncil  recommends  integra- 
tion of  export  promotion  into  one 
imit  and  locus  to  assist  would-be 
exporters  to  access  government 
services. 

►  Adopt  a  Single  Budget  Function  for 
Export  Promotion  —  The  creation  of  a 
single  budget  function  would  bring 
together  all  export  promotion 
resources.  By  highUghting  aggregate 
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spending  on  export  promotion,  this 
measure  would  permit  an  assessment 
of  whether  current  funding  levels  for 
export  promotion  are  in  line  with 
overall  US  competitiveness  goals  and 
would  facilitate  a  more  efficient 
allocation  of  resources. 

An  important  step  towards 
resolving  problems  in  US  export 
promotion  is  1992  legislation  man- 
dating the  TPCC  in  the  US  govern- 
ment to  estabUsh  a  comprehensive 
strategy  for  export  promotion  and  a 
unified  budget  to  allocate  resources 
according  to  the  priorities  estab- 
lished by  that  strategy.  An  immediate 
first  step  to  implementmg  the 
objective  of  Congress  of  ensuring 
that  funding  for  export  promotion 
reflects  today's  economic  priorities 
would  be  to  direct  the  Office  of 
Management  and  Budget  (0MB)  to 
create  expeditiously  a  single,  cross- 
agency  budget  function  for  export 
promotion  budgeting.  This  measure 
would  be  consistent  with  the  man- 
date of  the  TPCC,  but  at  the  same 
time  would  ensure  a  single  budget 
for  export  promotion  regardless  of 
the  future  of  the  TPCC.  The  0MB 
should  be  instructed  to  consult  with 
Congress  to  create  a  new  budget 
subfimcrion  for  expon  promotion. 
►  Increase  the  budget  for  export 
promotion  —  Current  funding  for 
export  ptomotion  throughout  the 
government  is  inadequate.  This  level 
is  far  below  that  of  our  major  trading 
partners,  and  does  not  reflect  the 
new  economic  priorities  of  the 
United  States  in  the  post-Cold  War 


era.  The  Subcouncil  recommends  a 
substantial  increase  in  the  export 
promotion  budget  —  if  necessary, 
doubling  it  over  the  next  five  years 
—  to  be  allocated  according  to  the 
prionties  estabhshed  by  a  compre- 
hensive strategy  for  export  promo- 
tion which  tracks  a  clearly  defined 
geo-economic  strategy  for  the 
United  States  in  the  post-Cold  War 
era. 

►  Improve  the  export  promotion 
delivery  system  at  home  and  abroad: 

•  Integrate  promotion  and  finance 
fijtutions  —  More  US  programs 
should  be  brought  to  exporters  at 
the  local  level  by  including  a 
broader  range  of  facilities  at  a 
single  point  of  contact.  The 
Commerce  Department's  export 
promotion  arm,  the  United  States 
&  Foreign  Commercial  Service 
(US&FCS),  was  mandated  m  1992 
legislation  to  strengthen  one-stop- 
shopping  centers  for  export 
promotion  programs.  However, 
the  US&FCS  is  underfunded  and 
understaffed,  and  will  therefore  be 
unable  to  fulfill  adequately  this 
mandate.  The  Subcouncil  calls  on 
the  export  financing  agencies, 
including  the  Eximbank  and  the 
Small  Business  Admimstration 
(SBA),  to  provide  training  and 
personnel  for  regional  single 
points  of  contact. 

•  Industry  association  resources 
should  be  tapped.  These  orgamza- 
tions  are  accustomed  to  pursumg 
goals  and  programs  in  which 


member-companies  work  closely 
together.  Moreover,  industry 
associaticms,  ivith  their  sharp  focus  on 
special  market  niches,  are  positioned 
to  customize  all  services  offered  in  the 
export  arena,  including  market 
research,  trade  promotion  events,  and 
development  of  overseas  networks. 
The  associations  have  a  built-in 
distribution  system,  staff  and 
financial  resources  of  their  own, 
and  an  existing  presence  in 
overseas  markets  to  bring  to  a 
partnership.  Small  and  medium 
sized  busmesses,  m  particular, 
would  benefit  from  this  approach. 
Industry  associations  should  be 
actively  encouraged  to  participate 
m  traimng  programs  on  export 
finance  and  export  promotion.  In 
particular,  the  Subcouncil  recom- 
mends that  Eximbank  training 
programs  be  extended  to  local  and 
state  chambers  of  commerce  and 
industry  association  staffs. 

•  A  local  guide  to  export  re- 
sources should  be  made  available 
in  every  state  and  widely  distrib- 
uted. 

•  State  government  efforts, 
which  focus  on  smaller  and  mid- 
sized exporters,  are  rapidly 
expanding  and  should  be  encour- 
aged and  coordinated  with  federal 
programs.  States  can  better  assist 
smaller  exponers  because  they 
have  the  advantage  of  being  close 
to  the  exporter  and  are  able  to 
evaluate  the  company's  ability  to 
perform.  Eximbank  should  expand 
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its  delegation  of  authority  to  state 
governments,  so  that  the  credit 
analysis  process  is  carried  our 
close  to  the  exporter.  Eximbank 
should  also  explore  ways  to  re- 
insure the  state  programs  to 
enhance  their  capacity.  In  addi- 
tion, it  should  use  the  recently 
absorbed  five  regional  offices  of 
FCIA  Management,  the  New 
York-based  company  that  was 
deUvering  Eximbank's  export 
credit  insurance  program,  to  work 
closely  with  state  government 
programs. 

•  US  government  representation 
abroad  must  be  reoriented  to 
focus  on  advancing  US  economic 
interests.  Embassies  must  work 
closely  with  the  US&FCS  and  be 
staffed  with  highly  qualified 
personnel  who  are  prepared  to 
assist  US  businesses  abroad  in 
countries  where  the  US&FCS  is 
not  present.  To  this  end,  the 
participation  m  government 
representation  abroad  of  execu- 
tives with  extensive  international 
experience  should  be  encouraged. 
TTie  primacy  of  commercial 
diplomacy  must  be  reflected  in  a 
new  emphasis  on  economic  and 
business  interests  at  all  levels  of 
the  State  Department.  Opening 
markets  to  US  businesses,  pro- 
moting exports,  and  eliminating 
unfair  trade  practices  should  be 
among  the  highest  priorities  of 
US  ambassadors. 


6.  Export  Controls 

Unhke  most  countries,  the 
United  States  treats  exporting 
as  a  privilege,  not  a  right,  forcing  US 
exporters  to  comply  with  multiple 
statutes  administered  by  at  least  a 
dozen  Cabinet  level  departments  and 
agencies.  Between  30  and  40  percent 
of  US  manufactured  exports  require 
some  form  of  written  permission." 
In  order  to  obuin  that  permission, 
exporters  must  negotiate  a  time 
consuming  and  costly  maze-hke 
system  confusing  to  exponers  and 
officials  ahke. 

Clearly,  there  are  legitimate 
national  security  reasons  for  export 
controls.  However,  the  current  overly 
restrictive  and  bureaucratic  export 
control  system  is  a  major  export  disincen- 
tive, costing  billions  of  dollars  in  US 
exports  and  harming  the  competitiveness 
of  the  high  technology  industries  on 
which  US  national  security  depends. 
The  National  Academy  of  Sciences 
conservatively  estimated  in  1987  that 
the  annual  direct  cost  of  expon 
controls  to  US  businesses  ran 
upwards  of  $9  bilhon. 

The  export  control  system  must 
be  made  more  effective,  reflecting 
changes  in  both  the  security  threats 
to  the  United  States  and  changes  m 
the  global  economy.  With  the  end  of 
the  Cold  War,  the  rationale  for  US 
export  control  policy  —  Uke  many 
other  pohcies  devised  for  the  Cold 
War  era  —  must  be  redefined.  The 
United  States  can  not  afford  to 


penalize  its  own  economy  with 
unilateral  controls  that  were  con- 
ceived to  function  in  an  entirely 
different  world  when  the  United 
States  had  the  predominant  technol- 
ogy lead.  Instead,  the  Umted  States 
position  towards  export  controls 
must  reflect  a  highly  pragmatic, 
multilateral  approach.  The  key 
criteria  should  be  foreign  availability, 
controllabiUty,  and  substitutabihty, 
and  the  United  States  should  ensure 
that  the  control  regime  reflects  the 
rapid  pace  of  technological  evolu- 
tion. This  is  essential  in  obtaining 
the  support  of  business  leaders  for 
export  control  policies,  in  achieving 
greater  efficacy  fi-om  export  controls, 
and  in  ebminating  unnecessary 
damage  to  the  US  economy. 

Recommendations 

►  Fundamental  Reform  of  Both  US 
Export  Control  Policy-Makmg  atid 
Administration  —  Multilaterally 
imposed  controls  should  be  the  norm 
since  only  multilateral  controls  are 
effective  in  today's  economy  m 
which  no  one  country  or  firm  is 
likely  to  possess  a  monopoly  on  a 
given  technology  or  product  cat- 
egory for  long.  Instead,  the  goal 
should  be  to  broaden  the  member- 
ship of  multilateral  control  regimes 
and  to  sharpen  significandy  the  focus 
of  the  controls  on  technologies  that 
are  critical  for  chemical/biological, 
nuclear,  or  missile  proliferation 
efforts.  To  this  end,  die  following 
reforms  should  be  enacted: 
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•  Transform  the  Coordinating 
Committee  on  Multilateral  Export 
Controls  (COCOM)  from  a 
West-East  export  control  group 
to  a  Critical  Technologies  Export 
Advisory  Group.  The  group 
would  maintain  regularly  updated 
lists  of  proscribed  end-users  — 
both  countries  and  projects  —  and 
of  those  goods  and  technology 
whose  export  to  those  end-users 
would  pose  a  direct  threat  to  the 
security  interests  of  the  group  or  a 
member  thereof 

•  Unilateral  US  export  controls 
should  be  strongly  hmited.  A 
single  set  of  export  controls 
focusing  on  national  security  and 
enforced  multilaterally  should  be 
the  goal."  Export  controls  should 
be  consistent  with  the  advice  of 
the  Critical  Technologies  Export 
Advisory  Group.  This  would 
benefit  US  industry  by  prohibiting 
the  imposition  of  export  controls 
on  goods  that  are  available  from 
other  sources  and  ensuring  the 
effectiveness  of  the  control  efforts. 

•  Export  control  administration 
should  be  consolidated  into  one 
federal  agency,  preferably  the 
Department  of  Commerce. 
Legislation  to  accomplish  this 
purpose  must  be  passed  during  the 
103  rd  Congress.  It  is  important 
that  the  legislative  authority 
underlying  the  US  export  control 
system  as  it  applies  to  commercial 
products  reflects  the  reahties  of 
the  post-Cold  War  era.  This 
authority  as  much  as  possible 


should  be  contained  in  a  single 
statute  aimed  at  fundamental 
reform  of  the  system. 

•  In  order  to  reflect  bener  the 
rapid  pace  of  technological 
evolution,  the  review  cycles  for 
multilateral  control  lists  should  be 
shortened  to  reflect  shorter 
product  cycles.  Mandatory  reviews 
of  control  lists  should  be  made 
every  1 8  months  to  two  years. 
Items  should  be  taken  off  the  hst 
imless  the  members  of  the  multi- 
lateral control  regime  agree  to 
leave  them  on. 

•  Business  deserves  to  know 
precisely  which  countries  and  end 
users  are  the  targets  of  control  in 
order  to  maintain  consensus  about 
the  legitimacy  of  controls. 

•  The  National  Economic 
Council  (discussed  below)  should 
oversee  export  control  polic)'  in 
conjunction  with  the  National 
Security  Council  (NSC)  to  ensure 
that  expon  controls  do  not  place 
an  undue  burden  on  US  indus- 
tries. Thorough  cost-benefit 
analyses  should  be  made,  perhaps 
with  the  aid  of  impact  assessments 
prepared  by  the  US  International 
Trade  Commission's  Office  of 
International  Competitiveness. 


7.  Other  Domestic  Export 
Disincentives 

While  the  export  control 
regime  and  inadequate 
export  financing  are  obvious  export 


disincentives,  the  Subcoundl  believes 
other  potential  export  disincentives 
should  be  reviewed.  In  particular,  tax 
policy,  product  Uability  law,  and 
antitrust  laws  need  to  be  examined  to 
ensure  that  they  do  not  hobble  the 
ability  of  US  industry  to  compete  in 
today's  global  market. 

Tax  Policy 

The  Subcoimcil  recommends  that  tax 
policy  be  reviewed  to  determine  what 
measures  need  to  be  taken  to  remove 
current  export  disincentives  and/or 
create  incentives.  Many  members  of 
the  Subcouncil  expressed  support  for 
moving  toward  a  value  added  tax 
(VAT)  —  in  contrast  to  our  current 
tax  regime  —  not  only  for  macro- 
economic  purposes,  but  also  to 
remove  possible  export  disincentives 
built  into  the  current  tax  system."  A 
VAT  has  the  advantage  of  tilting 
incentives  toward  savings  rather  than 
consumption.  Subcouncil  members 
noted  that  the  United  States  alone 
among  major  industrial  nations  does 
not  have  a  VAT. 

Product  Liability" 

Although  produ«  Lability  law  is 
necessary  and  helpful  to  US  consum- 
ers, the  current  application  of  the  law 
in  the  United  States  places  some  US 
industries  at  a  disadvantage  to  their 
foreign  competitors.  For  many  US 
industries  —  including  chemicals, 
pharmaceuticals,  machine  tools, 
aircrafts,  and  other  sophisticated 
products  —  changes  in  the  interpre- 
tation and  implementation  of  US 
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product  liability  law  over  the  past  30 
years  have  made  compensatory  and 
punitive  damages  for  torts  an  in- 
creasingly large  business  cost.  Often 
substantial  sums  of  money  are  spent 
even  before  the  first  imit  is  produced 
to  procure  insurance,  to  retain  legal 
counsel,  and  to  perfect  designs  that 
are  as  safe  as  possible.  This  puts 
American  firms  at  a  disadvantage 
because  unless  foreign  competitors 
have  extensive  exposure  in  the 
United  States  they  do  not  incur  these 
costs. 

US  hability  law  favors  plaintiffs 
much  more  so  than  that  of  any  other 
country,  making  it  easier  to  sue  and 
receive  high  awards  and  settlements. 
Estimates  of  the  extra  costs  facing 
American  firms  run  as  high  as  2 
percent  of  national  output.  This 
creates  a  substantial  export  disincen- 
tive for  some  US  industries,  and 
warrants  a  review  of  current  applica- 
tion of  product  habihty  law. 

Antitrust  Laws 

The  antitrust  laws  must  also  be 
brought  in  hne  with  the  market 
realities  of  the  1990s.  Currendy, 
some  elements  of  antitrust  laws 
create  disincentives  for  US  competi- 
tiveness generally,  and  US  exports 
specifically.  A  major  deficiency  in 
current  antitrust  laws  is  that  in  their 
implementation  the  Department  of 
Justice  is  not  adequately  taking  into 
accoimt  global  market  shares  in  its 
mergers  and  acquisitions  determina- 
tions. Statutory  provisions,  based  on 
the  Sherman  Act,  lock  regulators 


into  focusing  primarily  on  domestic 
consumer  welfare  rather  than 
producer's  global  competitiveness  in 
determinations  of  market  concentra- 
tion in  antitrust  cases.  Other  issues 
that  may  pose  problems  include  the 
overlapping  jurisdiction  of  the 
Department  of  Justice  and  the 
Federal  Trade  Commission,  the 
time-consuming  system  of  review  of 
mergers  and  acquisitions,  and  policy 
discontinuity  and  different  interpre- 
tations of  the  law  by  individual 
regulators  in  different  Presidential 
Administrations  which  lead  to 
confusion  and  uncertainty  in  the 
business  community. 

Recommendations 

►  Create  a  New  Competitiveness  Policy 
Council  Suhcouncil  on  Antitrust  Issues 
—  Given  the  complexity  of  antitrust 
and  competition  pohcy  issues,  a 
separate  subcouncil  on  these  issues 
should  be  established  next  year.  In 
addition  to  antitrust  specialists,  the 
new  subcouncil  should  include 
consumer  advocates,  business  and 
labor  representatives,  and  trade 
specialists  in  order  to  ensure  that  a 
review  of  antitrust  laws  is  conducted 
in  the  context  of  their  impact  on  the 
overall  competitiveness  of  the  United 
States.  The  Subcouncil  remanded 
the  following  topics  to  the  new 
subcouncil: 

•  Examine  whether  the  factors 
keeping  the  Department  of  Justice 
from  sufficient  emphasis  on  global 
market  shares  are  internal,  or 


whether  current  statutory  provi- 
sions —  e.g.,  the  Sherman  Act  — 
hinder  the  development  of  such  an 
approach.  It  should  be  determined 
whether  a  shift  towards  a  more 
global  approach  can  be  accom- 
plished without  statutor)-  reform, 
or  whether  the  law  locks  regula- 
tors into  focusing  excessively  on 
domestic  consumer  welfare  and 
inadequately  on  the  global  com- 
petitiveness of  US  industries. 

•  The  overlapping  jurisdiction  of 
the  Federal  Trade  Commission 
(FTC)  and  the  Department  of 
Justice  should  be  examined  to 
determine  whether  two  agencies 
are  needed  to  review  antitrust 
cases,  and  how  to  reduce  the 
overlap  between  the  two  agencies 
to  speed  up  mergers  and  acquisi- 
tions review. 

•  Examine  possible  trade-offs 
between  protecting  domestic 
consumer  interests  —  which  is  the 
purpose  of  current  antitrust  laws 
—  and  global  competitiveness  of 
US  producers. 

•  Determine  the  best  strategy  to 
achieve  harmonization  and/or 
convergence  of  competition  pohcy 
in  the  major  industriaUzed  coim- 
tries. 

►  Call  for  Greater  Consideration  of 
Global  Market  Shares  in  Determina- 
tions of  Market  Concentration  — 
Pending  a  statutory  reform,  the 
Subcouncil  urges  the  Department  of 
Justice  and  the  FTC  to  take  into 
account  the  global  market  in  deter- 
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minadons  on  mergers  and  acquisi- 
tions and  to  adopt  measures  that  are 
needed  to  bring  the  application  of 
antitrust  law  in  line  with  the  market 
realities  of  the  1990s.  In  particular, 
the  importance  of  considering  global 
market  shares  should  be  highlighted 
through  guidelines  instructing 
government  regulators  to  adopt  a 
more  global  approach  to  antitrust 
cases. 

►  Speed  Department  of  Justice/FTC 
decisions  on  mergers  and  acquisitions 
cases. 


8.  Trade  Laws 

Us  trade  laws  are  an  important 
tool  for  opening  foreign 
markets  to  US  businesses,  curbing 
unfair  trade  practices,  and  providing 
temporary  relief  to  industries  in 
distress.  However,  trade  laws  cannot 
be  relied  upon  as  the  sole  means  of 
restonng  the  competitiveness  of  US 
industries.  To  the  extent  that  issues 
such  as  the  education  and  training  of 
the  US  workforce,  capital  formation, 
and  technological  impetus  are 
tackled,  the  productivity  and  indus- 
trial competitiveness  of  the  United 
States  will  be  enhanced  and  reliance 
on  import  rehef  laws  for  industries  in 
competitive  distress  from  fair  or 
unfair  trade  will  be  reduced.  While 
no  statutory  changes  to  the  trade 
laws  were  recommended,  the 
Subcouncil  recommends  policy 
changes  that  will  focus  the  time, 
energy,  and  resources  of  US  trade 


officials  on  enhancing  US  exports  in 
this  new  era. 

The  US  should  maintain  laws  that 
allow  it  to  take  recourse  against 
foreign  competitors  that  do  not 
follow  agreed  trade  norms.  The 
unfair  trade  statutes  are  intended  to 
discourage  and  prevent  foreign 
supphers  from  using  unfair  pricing 
practices  to  the  detriment  of  a  US 
industry,  and  to  discourage  and 
prevent  governments  from  unfairly 
subsidizing  their  industries  injurious 
to  US  producers.  These  laws  should 
be  reserved  for  clear  cases  of  unfair 
trade  practices,  and  not  merely  as 
another  means  for  protecoon. 

Import  rehef  can  have  harmful,  if 
unintended,  effects  on  the  US 
economy,  so  in  cases  where  the  law 
permits,  it  should  be  designed  to 
minimize  these  effects.'*  For  ex- 
ample, although  quotas  are  the  most 
direct  means  of  reducing  the  impor- 
tation of  a  foreign  product,  the 
foreign  supphers  have  the  benefit  of 
the  quota  rents,  which  they  can  then 
reinvest  in  their  own  industry, 
further  handicapping  the  US  indus- 
try. Voluntary  restraint  agreements 
are  especially  problematic  because 
they  lack  transparency,  masking  the 
cost  of  protection  to  industrial  users 
and  consumers  in  the  United  States. 
A  balance  is  needed  so  that  impon 
rehef  defends  US  industries  while 
not  placing  an  undue  burden  on  US 
consumers  and  the  rest  of  the 
economy. 

US  trade  laws  should  be  adminis- 
tered to  take  into  account  the  need 


for  temporary  import  relief  and  the 
need  to  promote  the  competitiveness 
of  the  US  economy  as  a  whole. 
Impon  relief  provisions  must  be 
recognized  as  an  aspect  of  a  compre- 
hensive economic  strategy  rather 
than  as  an  alternative  to  it.  Rehef 
should,  to  the  extent  possible,  be 
pro-competibve  and  have  hmited 
counter-productive  effects  on  the 
economy.  In  cases  where  import 
rehef  is  mandated  to  offset  unfair 
trade  practices,  the  goverment  and 
all  parties  shotJd  not  lose  sight  of  the 
reliefs  impact  on  the  overall 
economy. 

The  use  of  trade  laws  presendy 
focuses  largely  on  protecting  US 
industries  in  distress,  thus  directing 
government  resources  and  attention 
away  from  competitiveness  and 
exporting  goals  and  instead  towards 
import  rehef  The  Subcouncil  urges 
trade  poUcy  makers  to  place  more 
attention  on  market  opening  mea- 
sures and  enhancing  US  competitive- 
ness through  expanding  exports. 

Recommendations 

►  Maintain  Current  Trade  Statutes  — 
The  Subcouncil  calls  for  no  statutory 
changes  to  the  current  trade  statutes, 
which  should  be  administered 
according  to  the  laws'  original 
intention.  Antidumping  and 
countervailing  duty  statutes  should 
be  maintained  and  carefully  adminis- 
tered to  offeet  imfair  trade  practices. 

►  Industry  Adjustment  Should  Be 
Taken  into  Account  -when  Designing 
Import  Relief,  Especially  in  Cases  when 
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there  is  no  Evidence  of  Foreign  Unfair 
Trade  Practices  —  The  Subcouncil 
expresses  a  preference  for  import 
relief  that  is  tied  to  industry  commit- 
ments to  adopt  adjustment  measures 
as  a  more  pro-competidve  approach 
to  helping  US  industries  in  distress 
when  the  cause  of  that  distress  is  not 
only  foreign  competition  and  there- 
fore when  import  protection  alone  is 
an  insufficient  form  of  relief  In 
particular,  the  Subcouncil  urges  a 
clear  statement  of  presidential 
leadership  and  willingness  to  imple- 
ment reUef  under  Section  201. 
Section  201  provides  for  import 
relief  to  US  industries  to  adjust  to 
fair  competition  from  foreign 
companies,  but  calls  on  the  Presi- 
dent, in  determining  whether  to 
provide  import  rehef,  to  take  into 
account  both  the  probable  effective- 
ness of  import  rehef  in  promoting 
adjustment  in  the  industry  con- 
cerned, and  the  efforts  being  made 
by  that  industry  to  adjust  to  foreign 
competition. 

►  Comprehensive  Studies  to  Enhance 
the  Competitiveness  of  US  Industries  — 
An  increased  capacity  is  needed 
within  the  government  to  study 
industries  in  order  to  help  respond 
more  effectively  to  requests  for 
assistance.  The  International  Trade 
Commission  or  Department  of 
Commerce  should  be  instructed  to 
evaluate  the  global  competitiveness 
of  US  industries,  develop  basehne 
projections  of  key  industries  as 
proposed  in  the  first  annual  report  of 
the  CPC,  and  to  issue  recommenda- 


tions for  government  initiatives  in 
addition  to  import  rehef —  such  as 
research  and  development  support, 
and  worker  adjustment  assistance  — 
that  will  enhance  the  competitiveness 
of  these  industries.  These  industry 
visions  will  assist  in  the  formulation 
of  less  distortive  measures  that  are 
more  sensitive  to  the  needs  of  the 
entire  economy.  Moreover,  if 
prepared  in  a  consistent  and  anticipa- 
tory manner,  these  industry  visions 
might  lead  to  actions  which  reduce 
the  need  for  future  government 
assistance. 


9.  Foreign  Investment 

On  the  matter  of  foreign  invest- 
ment by  US  firms,  the  Sub- 
council  recognizes  that  the  reasons 
for  overseas  investment  go  beyond  a 
search  for  cheaper  labor  to  include  a 
desire  for  easier  access  to  overseas 
markets  and  technology,  to  penetrate 
tariff  walls  and  to  avoid  other  export 
barriers  (including  our  own  export 
controls),  and  to  obtain  export 
financing  sponsored  by  overseas 
banking  facilities. 

The  Subcouncil  welcomes  foreign 
investment  in  the  United  States  as 
long  as  it  provides  clear  benefits  to 
the  US  economy  and  does  not  lead 
to  a  loss  in  the  nation's  technological 
capability.  In  order  to  make  America 
a  magnet  for  high-technology 
investment,  the  United  States  must 
adopt  a  national  strategy  to  ensure 
the  competitiveness  of  the  nation  by 


adequately  addressing  the  domestic 
challenges  of  the  education  and 
training  of  the  US  work  force,  capital 
formation,  and  technological  impe- 
tus. 

At  the  same  time,  the  Subcouncil 
urges  the  United  States  to  use  its 
open  markets  as  a  lever  to  liberahze 
foreign  investment  rules  in  the  home 
markets  of  foreign  investors  in  the 
United  States.  The  goal  is  to  ensure 
that  US  investors  have  the  same 
opportunities  and  benefits  abroad  as 
foreign  investors  have  in  the  United 
States.  Liberal  foreign  investment 
rules  abroad  benefit  the  United 
States  by  increasing  the  penetrabihty 
of  US  exports,  and  benefit  the  host 
country  by  reducing  the  inefficien- 
cies of  closed  sanctuaries.  Post- 
Uruguay  Round  negotiations  should 
build  upon  discussions  on  investment 
rules  in  the  Uruguay  Roimd. 

10.  Trade  Bureaucracy 
Organization  and 
Staffing 

Reorganization 

As  the  US  economy  becomes 
increasingly  enmeshed  with  the 
global  economy,  there  is  a  growing 
concern  about  the  adequacy  of  current 
government  otganizational  and  staffing 
arrangements  to  meet  the  demands  for 
leadership,  focus,  and  effectiveness  in 
international  trade  policy.  Criticisms  of 
the  present  organizational  structure 
center  on  the  ft-agmented  and 
duplicative  mechanisms  involved  in 
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developing  and  implementing 
international  economic  policy,  and 
the  failure  of  the  present  government 
structure  to  focus  national  and 
presidential  attention  on  US  com- 
petitiveness as  a  national  priority. 

The  problem  is  two-fold.  First, 
economic  and  trade  objectives  have 
traditionally  been  subordinated  to 
national  security  goals.  However, 
with  the  end  of  the  Cold  War, 
competitiveness  has  become  an 
increasingly  important  American 
goal,  and  economic  strength  is  now 
as  essential  to  national  security  as 
military  strength. 

Second,  despite  major  changes  in 
the  US  position  in  the  world 
economy  over  the  last  decade,  no 
significant  changes  have  been  made 
to  the  US  government's  organization 
for  administering  trade  and  other 
foreign  economic  policies  since  the 
adoption  of  Reorganization  Plan  No. 
3  of  1979.  Under  this  plan,  the 
USTR  was  assigned  the  responsibil- 
ity for  trade  negotiations  and  trade 
pohcy  formulation,  while  the  De- 
partment of  Commerce  was  assigned 
general  operational  responsibility  for 
major  nonagricultural  mtemational 
trade  functions. 

The  current  division  of  labor  and 
overlapping  jurisdiction  between  the 
Department  of  Commerce  and  the 
USTR  is  not  conducive  to  the 
development  and  implementation  of 
a  pro-competitive  trade  policy. 
Bureaucratic  friction  defeats  coordi- 
nation of  trade  policy  functions, 
including  poUcy  planning,  negotia- 


tions, export  promotion,  licensing, 
and  legal  regulation.  Redundancy 
and  inefficient  competing  jurisdic- 
tions reduce  transparency,  making  it 
difficult  for  outsiders  to  access  the 
system  and  easier  for  insiders  to  exert 
undue  political  influence.  iMoreover, 
the  inefficient  and  illogical  division 
of  analytical  and  pohcy-making 
fiinctions  wastes  resources  that  could 
lie  used  to  make  better  pohcy. 

Recommendations 

►  Create  a  National  Economic  Council 
—  The  first  pnorit>-  is  to  reorganize 
the  White  House.  White  House 
organization  reflects  the  priorities 
of  the  President,  and  is  responsible 
for  establishing  the  policies  and 
direction  of  the  entire  government. 
The  Subcouncil  applauds  the 
creation  of  the  National  Economic 
Council  (NEC)  which  will  help  the 
President  address  today's  economic 
priorities.  In  effect,  the  new  council 
should  be  a  "countervailing  institu- 
tion" to  the  National  Security 
Council  (NSC)  that  ensures  that 
economic  security  is  recognized  as 
of  equal  importance  to  mihtary 
security  in  protecting  US  interests. 
Hopefully,  the  new  National 
Economic  Council  will  ensure  the 
prominence  of  economic  consider- 
ations by  elevating  the  importance 
and  influence  of  economic  advisers 
before  the  President,  enforcing 
coordination  among  the  various 
agencies  involved  in  economic 
pohcy,  and  ensuring  the  contribu- 
tion of  international  trade  and 


economic  advisors  to  White  House 
decision-making. 

TTie  NEC  should  have  fully 
staffed  subcouncils  to  deal  with 
coordination  of  various  issues  such  as 
trade  pohcy,  export  promotion, 
training,  and  technology.  A  major 
task  of  the  new  council  should  be  to 
develop  a  coordinated  pro-competi- 
tive economic  strategy  that  would 
direa  the  efforts  of  the  entire  federal 
government.  Thus,  among  other 
things,  the  estabhshment  of  the 
N'EC  should  be  an  important  first 
step  towards  developing  a  compre- 
hensive pro-competitive  trade 
strategy  that  estabhshes  priorities  for 
ex-port  promotion. 

The  creation  of  a  NTLC  alongside 
the  existing  National  Security 
Council  raises  the  need  to  coordinate 
the  trade  pohcy  interests  of  both 
councils.  (Both  councils,  for  example, 
will  wish  to  exerdse  some  control 
over  export  control  policy.)  This 
coordination  can  be  accomphshed 
through  the  Chief  of  Staff  or  by 
appointing  a  staffer  who  reports  to 
both  the  NSC  Advisor  and  the  NEC 
Advisor. 

►  Revamp  the  Trade  Bureaucracy  — 
While  most  recognize  that  the 
ultimate  responsibilit)'  for  rationaliz- 
ing US  economic  pohcy  lies  with  the 
President,  the  system  by  which 
policy  is  made  and  carried  out  needs 
constructive  change  that  will  make  it 
simpler  and  more  transparent. 
Measures  must  be  taken  to  facilitate 
the  coordination  of  a  currently 
disjointed  apparatus,  reduce  duphca- 
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tion  and  needless  division,  reduce 
vulnerability  to  political  manipula- 
tion by  various  interest  groups,  and 
increase  the  stature  of  the  cabinet 
official  responsible  for  trade  poUcy. 
The  Subcouncil  strongly  believes 
that  a  more  coordinated,  efficient 
organizational  structure  needs  to  be 
developed  in  order  to  better  serve 
US  competitiveness  goals. 

Trade  Negotiators 

As  the  US  economy  becomes  more 
intertwined  with  the  global 
economy,  the  need  for  a  professional 
cadre  of  career  trade  negotiators  with 
experience  and  institutional  memory 
is  increasingly  apparent.  The  US  has 
been  traditionally  disadvantaged  in 
its  negotiations  with  its  trading 
partners  because  of  the  high  turnover 
of  politically  appointed  negotiators. 


As  a  result,  our  trade  negotiators  lack 
the  institutional  history,  negotiating 
experience,  and  familiarity  with  US 
trade  policy  that  permits  a  strong, 
focused  strategy  vis  a  vis  our  overseas 
interlocutors.  Conflicts  of  interest 
when  former  government  officials 
exit  the  government  and  enter  the 
private  sector  for  monetary  reasons  is 
a  related  concern.  In  order  to  reduce 
the  high  turnover  rate  among  trade 
negotiators,  the  incentives  that  lead 
government  officials  to  leave  govern- 
ment service  to  enter  the  private 
sector  must  be  addressed. 

Recommendations 

►  Sndy  the  Feasibility  of  Creating  a 
Professional  Trade  Negotiating  Corps  — 
The  Subcouncil  recommends  a  study 
of  the  feasibility  of  a  new  profes- 
sional trade  negotiating  corps  as  a 


constructive  step  to  improving  the 
staffing  of  the  trade  bureaucracy. 
Such  a  corps  may  accomplish  the 
twin  goals  of  strengthening  the 
quality  and  institutional  memory  of 
our  negotiating  team,  and  of  reduc- 
ing staff  turnover  by  removing 
incentives  for  trade  officials  to  leave 
government. 

►  Limit  Politicization  of  Top  Govern- 
ment Positions  —  Along  with  a  study 
of  a  professional  trade  negotiating 
corps,  the  Subcouncil  recommends 
that  the  pohticization  of  the  trade 
bureaucracy  in  Washington  be 
reduced.  Politicization  of  posts 
reserved  for  trade  experts  spurs 
career  civil  servants  to  leave  as  they 
realize  that  their  ambitions  to  rise  to 
top  jobs  can  never  be  achieved. 
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NEWS  RELEASE 


March  16,  1993 
Contact    Howard  Rosen  (202)  387-9017 


COMPEimVENESS  POLICY  COUNCIL  PROPOSES  ENHANCEMENTS  IN  CLINTON 
ECONOMIC  PROGRAM 


JOINT  HEARINGS  BEFORE  JOINT  ECONOMIC  COMMITTEE  AND  SENATE  BANKING, 
HOUSING  AND  URBAN  AFFAIRS  COMMITTEE:  10:00  am.  Room  538  Dirksen  Senate  Office 
Building 

EMBARGO:   March  16,  1993,  10:00  ajn.,  E.ST. 

Washington,  March  16 — In  its  Second  Report  to  the  President  and  Congress,  the  Competitiveness  Policy 
Council  proposes  a  detailed  blueprint  for  a  "comprehensive  competitiveness  strategy  for  America."  Its 
program  goes  beyond  that  of  President  Clinton  in  three  major  respects:  stronger  incentives  for  private 
investment,  a  new  export  expansion  strategy  and  sweeping  education  reform. 

The  Council  concludes  that  "the  United  States  continues  to  face  major  competitiveness  problems" 
despite  recent  pickups  in  the  growth  of  both  the  economy  and  national  productivity.  Moreover,  it  finds 
that  'the  problem  has  been  developing  for  two  or  three  decades...  so  it  will  take  some  time  to  restore 
America's  competitiveness."  The  group  believes  the  United  States  should  seek  a  fundamental  turnaround 
by  the  vear  2000-the  end  of  the  decade,  the  end  of  the  century,  and  the  end  of  the  next  two  presidential 
terms.  It  suggests  that  the  American  public  wants  and  will  support  such  an  effort,  and  that  the  present 
period  may  offer  a  unique  opportunity  to  launch  the  needed  reforms. 

The  Competitiveness  Policy  Council  is  a  bipartisan  national  commission  created  by  the  Congress. 
Its  twelve  corporate  leaders,  labor  union  presidents,  high  government  officials  and  representatives  of  the 
public  were  appointed  by  the  President  and  by  the  joint  leadership  of  the  Senate  and  House  of 
Representatives.  It  is  chaired  by  Dr.  C.  Fred  Bergsten,  Director  of  the  Institute  for  International 
Economics. 

The  Council  adopts  several  key  goals  for  the  year  2000: 


raising  national  productivity  growth  to  an  armual  average  of  2  percent  from  the  0.7  percent  rate 
that  prevailed  from  1973  to  1991,  thereby  increasing  family  incomes  by  one  third  in  a  single 
generation; 
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achievinf  annual  economic  frowth  of  at  least  3-3  1/2  percent  to  create  enough  high-wage  jabs  to 
restore  full  employment  and  a  rising  standard  of  living;  and 

eliminatinf  the  deficit  in  our  external  balance,  halting  the  buildup  (rf  foreign  debt  that  has  turned 
America  into  the  world's  largest  debtor  nation. 

To  achieve  these  goals,  the  Council  supports  many  of  the  investment  proposals  made  by  President 
Clinton  and  his  budget  program.  The  Council  in  fact  expressed  pleasure  that  the  President's  program 
includes  a  number  of  recommendations  made  both  in  its  First  Report,  released  in  March  1992,  and  in  its 
new  Second  Report  The  Council's  latest  recommendations,  however,  go  considerably  further  than  those 
of  the  Administration  in  three  areas. 

First,  American  competitiveness  and  productiinty  will  increase  on  a  lasting  basis  only  if  private 
investment  is  raised  permanently  bv  at  least  S  percent  of  GNP.  Such  investment  should  be  encouraged 
through; 

a  permanent  Equipment  Tax  Credit  fETO  rather  than  the  temporary  investment  tax  credit 
proposed  for  larger  firms  by  the  Administration: 

a  permanent  Innovation  and  CommerrialJTarinn  Tax  Credit  flCTC^  to  replace  the  recenUy  expired 
Research  and  Eiqierimentation  Tax  Credit,  covering  improvements  in  the  manufacturing  process 
as  well  as  in  product  technology,  and 

depreciation  allowances  linked  to  the  'competitive  life'  of  equipment  rather  than  its  'tax  life,'  which 
is  often  much  longer  and  thus  discourages  new  investment 

Second,  international  trade  has  become  a  crucial  element  of  the  American  economy.  We  can 
compete  at  home  only  if  we  can  compete  abroad.  The  Council  therefore  recommends  a  major  new  export 
expansion  strategy  including: 

increasing  governmental  export  credits  to  S20  billion  annually  to  compete  fully  with  our  mapr 
foreign  rivals; 

elimination  or  at  least  sharp  reduction  of  export  controls  and  other  export  disincentives  that 
currently  block  billions  of  dollars  of  foreign  sales  by  US  companies; 


361 


doubling  of  the  funding  for,  and  sharp  strengthening  of.  the  govemment's  eiiport  promotion  effort 


and 


maintenance  of  competitive  eghange  rates,  as  called  for  in  the  Omnibus  Trade  and  Competitiveness 
Act  of  1988,  via  restoration  of  the  currency  reference  ranges  that  were  maintained  during  1987-88. 

Third,  American  competitiveness  rests  fundamentally  on  the  skills  of  our  people.  The  Council 
argues  that  'the  bottom  line  is  simple:  if  we  want  a  higher  standard  of  living,  we  will  have  to  earn  it  by 
improving  the  education  and  training  of  our  workforce.'  The  Council  therefore  proposes  sweeping 
educational  reform  including; 

-  development  of  content  and  performance  standards  for  what  students  should  know  and  be  able  to 
do; 

-  linking  governmental  assistance  to  higher  education  to  actions  bv  colleges  to  raise  th'*'''  aHmicdnn 
standards: 

adoption  of  a  new  uniform  high  school  transcript  to  encourage  employers  to  review  school  records: 

-  development  of  'pay-forknowledge'  systems  that  reward  teachers  for  acquiring  the  skills  necessary 
to  teach  the  new  standards:  and 

rewards  for  districts  and  schools  that  are  able  to  achieve  these  high  standards. 

The  Council  based  most  of  its  recommendations  on  the  work  of  eight  Subcoundls  that  it  created 
a  year  ago  to  sork  on  the  problems  to  which  it  attached  highest  priority:  Capital  Formation,  Corporate 
Governance  and  Financial  Markets,  Critical  Technologies,  Education,  Manufacturing,  Public 
Infrastructure,  Trade  Policy  and  Training.  Over  200  leading  Americans  parddpated  actively  in  developing 
the  Subcoundls'  analyses  and  proposals.  The  Council's  program  thus  reflects  a  high  degree  of  consensus 
among  leaders  of  business,  government  (induding  19  from  the  Administration  and  22  members  of 
Congress),  labor  and  the  public  on  most  major  aspects  of  improving  American  competitiveness.  The  full 
reports  of  all  eight  Subcoundls  are  appended  to  the  Coundl's  report  and  the  Subcoundls  will  hdp  the 
Council  monitor  the  implementatioa  of  their  respective  proposals  in  1993. 
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A  summary  of  the  Council's  complete  list  of  proposals  is  attached.  Preliminary  versions  of  its 
conclusions,  and  the  reports  of  each  of  the  Subcoundls,  were  conveyed  to  the  newly  elected 
Administration  early  in  the  transition  period.  Some  of  the  more  important,  all  which  seek  to  sharply 
increase  the  "bang  for  each  investment  buck,'  include: 

1.  Worker  training.  The  Council  concludes  that  "the  most  striking  waste  of  our  national  resources  is 
in  the  tortuous  road  we  force  high  school  graduates  to  travel  to  make  their  initial  entry  into  the 
work  force.  Other  nations  gain  a  S  to  10  year  head  start  (on  the  United  States)...  The  government 
provides  no  help  when  (the  yoimg  workers)  need  it  most'  In  axldition,  "only  five  percent  of  our 
businesses  have  replaced  traditional  production  with  high  performance  systems.'  Remedies  include: 

new  school-to-work  transition  programs  based  on  the  German  apprenticeship  model; 

lifetime  learning  systems"  via  more  comprehensive  corporate  commitments  to  train  all 
workers; 

doubling  the  resources  available  for  retraining  workers  dislocated  by  structural  changes  in 
the  economy;  and 

broadening  the  current  tax  deduction  for  pb-related  educational  expenses  to  cover  training 
that  improves  employment  skills  beyond  the  current  line  of  work. 

2.  Technology.  It  remains  largely  correct  that  "Americans  are  good  starters  while  Japanese  (and 
others)  are  good  finishers.*  American  industry  has  undervalued  the  importance  of  making  continual 
improvements  in  products  and  processes,  and  of  manufacturing  in  general.  Government  policy  has 
emphasized  scientific  breakthroughs  rather  than  commercial  foUowthroughs.  In  addition  to  the  new 
tax  incentives  already  dted,  the  Govenunent  should: 

—  reorient  its  own  R&D  investment  to  civilian  and  dual-use  purposes; 

rapidly  expand  the  Advanced  Technology  Program  in  the  Department  of  Commerce  to  an 
annual  program  level  of  $750  million;  and 

modify  federal  proou-ement  rules  to  make  the  government  a  better  consumer  of  key 
technologies. 
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3.  Corporate  Governance.  Majsr  changes  are  obviously  transpiring  in  the  relationship  among 
managements,  boards  of  directors  and  shareholders  in  a  number  of  companies.  Continuation  of  that 
process  should  resolve  many  of  the  key  governance  problems.  Companies  should,  however,  also 
begin  preparing  periodic  analyses  of  their  long-term  financial,  strategic  and  organizational  results 
in  relation  to  goals  established  by  management  and  the  board.  These  should  include  non-finandal 
measures  of  long-term  prospects  that  emphasize  intangibles  such  as  worker  training,  quality  of 
product,  research  and  development  and  strategic  positioning  rather  than  relying  solely  on  items 
which  fall  neatly  into  the  traditional  securities  industry's  valuations  of  price/earnings  multiples. 

4.  Public  Infrastructure.  Public  investment  correlates  closely  with  national  productivity  and  yields  high 
returns:  30-40  percent  for  maintenance  of  the  highway  system,  10-20  percent  for  expanding  that 
system  in  congested  areas.  But  such  investments  were  only  half  as  great  in  1990  as  in  1980  and 
were  only  one  quarter  as  great  as  in  Germany.  One  half  of  all  American  roads  were  recently  rated 
'poor*  or  low/fair.*  Highway  congestion  costs  us  an  estimated  SlOO  billion  annually.  Especially 
needed  are: 

new  intermodal  strategies,  particularly  to  support  a  nationaJ  e-rxirt  effort; 

—  full  funding  for  the  intenr.odal  Surface  Transportation  E.ficiency  Act  (ISTEA); 

—  an  increase  of  $12  billion  in  additional  annual  spending  to  put  our  roads,  bridges  and  mass 
transit  into  good  working  order: 

—  new  federal  techniques  to  encourage  states  to  maintain  roads  and  tridges,  such  as  bond 
and  grant  covenants  that  incorporate  a  maintenance  sdieuuJe;  and 

—  adoption  of  higher  roadbulding  standards  (as  in  parts  of  Europe)  and  life-cycle  costing  for 
■transportation  design. 

It  is  essential  to  pay  for  all  these  new  programs  responsibly.  In  atidjdon,  the  raiionai  saving  tsXs 
must  be  increased  substantialiy  to  fund  the  rexjuired  increase  in  national  in--/estment.  Since  no  one  has 
been  able  to  devise  effective  policy  proposals  to  increase  private  saving,  li.s  increase.-!  reeoarces  must  be 
generated  primarily  by  reducing  the  budget  deficit  of  the  federal  government 
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The  Council  supports  the  President's  budget  profram  as  a  eood  first  step  in  this  direction.  IffuUy 
implemented,  it  should  generate  an  increase  in  the  national  saving  rate  of  2  1  /2-3  percent  of  GNP.  The 
group  counsels  an  extensive  review  of  the  budget  situation  as  the  President's  four-year  program 
approaches  its  condiision.  It  suspects  that  substantial  further  cuts  in  the  deficit  may  then  be  required, 
probably  requiring  more  extensive  actions  such  as  reductions  in  non-means-tested  entitlement  programs 
and  institution  of  a  consumption  tax  or  value-added  tax. 

The  Council  is  pleased  to  note  that  some  of  the  proposals  in  its  First  Report  have  already  been 
adopted.  The  International  Trade  Commission  has  created  an  Office  of  Competitiveness  to  beein 
providing  the  baseline  projections  of  key  American  industries  wliich  the  Council  views  as  essential  to 
permit  intelligent  responses  to  problems  of  specific  sectors.  The  new  Administration  has  created  a 
National  Economic  Council  to  coordinate  the  several  components  of  the  required  competitiveness 
strategy,  drawing  on  detailed  proposals  from  the  Commission  on  Government  Renewal  that  was  partially 
inspired  by  the  Council.  On  the  other  hand,  there  has  been  no  progress  in  implementing  the  legal 
requirement  that  all  legislative  proposals  carry  Competitiveness  Impact  Statements  and  the  Council 
reiterates  it  recommendation  that  Congress  insist  that  this  be  done. 

The  Council  plans  to  address  five  additional  key  issues  in  1993: 

the  competitiveness  impact  of  alternative  proposals  to  reform  health  care; 

how  to  create  high  performance  workplaces: 

tort  reform: 


i  imdermining  the  nation's  competitiveness. 

On  the  basis  of  the  detailed  proposals  for  a  comprehensive  strategy  laid  out  in  its  new  report,  the 
Council  now  plans  to  fulfill  the  "competitiveness  ombudsman"  role  called  for  in  its  founding  legislation. 

The  Council's  new  report,  A  Competitiveness  Strategy  for  America,  will  shortly  be  available  at 
Government  Printing  Office  bookstores.  The  eight  subcoundl  reports  are  reprinted  in  a  separate  volume 
which  will  also  be  available  from  the  Government  Printing  Office.  The  Council's  1992  report,  Building 
;  America,  can  be  obt^ed  from  the  Council. 
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CmmieUlh>aitss  Policy  Coimdl 

Second  Report  to  tbe  Presidoit  and  Congress 

Summary  of  Recommendations 

The  Competitiveness  Policy  Cbundl  is  a  national  commission  established  by  the  Congress  in  the 
Omnibus  Trade  and  Competitiveness  Act  of  1988.  Its  mandate  is  to  serve  as  a  'national  forum'  and  advise  the 
President  and  Congress  on  improving  tbe  competitiveness  of  the  United  States. 

The  Council's  membership  is  quadripartite:  three  corporate  leaders  (Rand  Araskog,  CEO  of  ITT,  Jack 
Murphy,  CEO  of  Dresser  Industries;  and  Alexander  B.  Trowbridge,  former  President  of  the  National  Association 
of  Manufactiu'ers),  three  labor  union  presidents  (Jack  Barry,  President  of  the  International  Brotherhood  of 
Electrical  Workers;  Al  Shanker,  President  of  the  American  Federation  of  Teachers;  and  Lynn  Williams,  President 
of  the  United  Steelworkers  of  America),  three  high  level  government  officials  (one  appointment  to  be  made  by 
President  Clinton;  Edward  Regan,  Comptroller  of  New  York  State;  and  William  Graves,  Secretary  of  State  of 
Kansas)  and  three  representatives  of  the  public  interest  (C.  Fred  Bergsten,  Director  of  the  Institute  for 
International  Economics;  Bruce  Scott,  professor  at  the  Harvard  Business  School;  and  Edward  Vetter,  President 
of  Vetter  and  Associates.)  The  President,  the  joint  leadership  of  the  House  and  the  joint  leadership  of  the 
Senate  each  appointed  four  membera.  The  group  includes  six  Democrats  and  six  Republicans. 

The  Council  made  its  first  report  in  March  1992,  highlighting  the  seriousness  of  the  nation's 
competitiveness  problem,  analyzing  its  underlying  causes,  outlining  possible  responses  without  making  firm 
recommendations,  and  laimching  a  process  to  develop  sucfa  recommendations  on  the  basis  of  in-depth  analysis 
of  the  most  important  components  of  the  issue.  The  Council  established  eight  Subcoundls,  as  authorized  in  its 
legislative  mandate,  to  develop  specific  policy  recommeiulations  in  the  following  areas:  Education,  Training, 
Critical  Technology,  Corporate  Governance,  Trade  Policy,  Manufacturing.  Public  Infrastructure  and  Capital 
Formation.  Over  200  leading  American  representatives  of  business,  government,  labor  and  the  public 
participated  in  the  eight  Subcoundls.  Together,  the  subcoimcUs  held  over  30  meetings  throughout  the  country, 
preparing  detailed  analyses  and  proposals  that  provided  the  foundation  for  most  of  the  recommendations  that 
the  Council  is  making  in  its  Second  Report  to  the  President  and  Congress. 

The  Council  sets  out  several  goals  in  its  Second  Report 

1.  The  United  States  should  double  its  growth  of  national  productivity -from  less  than  1  percent  annually 
to  at  least  2  percent  Higher  productivity  is  the  only  way  to  raise  the  national  standard  of  living. 
Meeting  the  target  of  increasing  productivity  growth  by  1  percent  aimually  would  raise  family  incomes 
by  one  third  in  a  single  generation. 

2.  The  economy  must  grow  by  at  least  3-3%  percent  annually,  combining  our  targeted  productivity  growth 
of  2  percent  with  the  expected  aimual  growth  of  at  least  1  percent  in  the  country's  labor  force,  to  achieve 
and  maintain  full  employment 

3.  We  must  improve  the  quality  of  American  jabs  at  the  same  time  we  preserve  their  quantity. 

4.  Economic  models  show  that  doubling  productivity  growth  will  require  increasing  national  investment  by 
at  least  4-6  percent  of  GDP.  or  about  $300  billion  annually  at  current  prices.  Most  of  the  expansion 
must  come  from  the  private  sector. 

5.  This  increase  in  investment  should  be  financed  domestically.  The  United  States  is  already  the  worid's 
largest  debtor  country  and  cannot  prudently  continue  to  depend  on  foreign  capital. 

6.  The  national  saving  rate  will  have  to  rise  by  S-7  percent  to  fund  both  the  targeted  increase  in  national 
investment  (4-6  percent)  and  the  trade  improvement  (about  1  percent).  This  would  restore  it  to  the 
level  that  prevailed  prior  to  1973. 
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The  central  thrust  of  our  recommendations  is  a  sharp  increase  in  private  investment  and  a  cutback  in  the  growth 
of  consumption,  espedally  by  the  public  sector.  There  is  considerable  overlap  between  the  Council's 
recommendations  and  President  Clinton's  proposals  in  A  Vision  of  Change  for  America,  In  some  cases,  the 
Coundl's  recommendation  go  beyond  the  President's  program-espedally  in  encouraging  private  investment, 
export  expansion  and  education  reform. 

Education 

The  Council  believes  that  the  key  to  improving  American  education  is  the  establishment  of  rigorous 
content  and  performance  standards  along  the  lines  of  the  National  Education  Goals.  Educators  and  technical 
experts  must  develop  assessments  that  are  based  on  these  new  standards.  Schools  and  districts  as  a  whole  must 
be  held  accountable  for  the  progress  their  students  make  in  achieving  them.  We  must  change  expectations  from 
minimum  competency  to  high  achievement  for  both  college  and  wirk-bound  students.  Our  K-12  students  must 
become  productive  workers  instead  of  entitled  consumers. 

None  of  these  steps  will  succeed  if  students  do  not  assume  responsibility  for  their  own  learning. 
Working  hard  and  achieving  in  school  must  'count'  for  students,  whether  they  go  to  college  or  enter  the  labor 
force  immediately.   We  must  therefore  give  students  a  stake  in  high  performance  through  the  following  steps: 

—  External  assessments,  phased  in  over  a  10-12  year  period,  should  be  given  to  high  school  students 
with  the  results  serving  as  a  mapr  factor  in  their  qualifying  for  college  and  for  better  jobs  at 
better  wages; 

—  Colleges  and  universities  should  raise  their  admissions  standards,  over  a  similar  10-12  year  period, 
to  reinforce  the  shift  to  higher  standards  in  elementary  and  high  schools; 

—  The  federal  and  state  governments  should  condition  their  assistance  to  higher  education  on 
evidence  that  colleges  and  universities  are  raising  their  admission  standards,  and  they  should  offer 
more  favorable  financial  aid  terms  to  sradents  who  meet  high  standards; 

—  No  student  who  meets  high  standards  should  be  denied  the  opfxjrtunity  for  higher  education  for 
financial  reasons; 

—  Employers  should  be  encouraged  to  review  school  records  —including  course  grades,  conduct,  and 
teacher  recommendations-in  choosing  among  job  applicants.  A  new  laiiform  transcript,  jointly 
designed  by  employers  and  schools,  should  be  developed. 

Training 

Our  Training  Subcoundl  made  recommendations  in  four  major  dimensions  associated  with  training. 
The  first  is  continuous  worker  retraining,  or  "lifetime  learning,'  which  could  be  achieved  through  requiring  firms 
to  invest  1.5  percent  of  payroll  in  training  ("play  or  pay"),  federal  grants  or  training  tax  credits. 

The  second  dimension  is  the  schoo!-to-work  transition.  Our  Subcoundl  recommends  continued 
experimentation  with  different  tjpes  of  school-to-work  transition  programs;  apprenticeship  programs,  compacts, 
cooperative  education,  and  career  academies.  The  federal  government  should  finance  piioi  programs  of  pubiic- 
private  cooperation,  create  a  nationai  youth  service  corps  as  already  proposed  by  President  Clinton,  and  earmark 
a  portion  of  public  works  funds  for  youth  apprenticeship  programs.  Most  importantiy,  as  with  education,  the 
federal  goverrunent  should  insist  that  agreed  skill  standards  provide  the  foundation  for  all  these  efforts. 
Secretaries  Reich  and  Riley  have  already  called  for  a  similar  strategy.  President  Clinton's  plan  calls  for  $12 
billion  over  four  years. 
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Third,  the  United  States  needs  a  comprehensive  program  to  ease  the  adjustment  process  for  all  workers 
dislocated  by  technological  change,  defense  conversicm,  increased  international  trade  flows  and  other  sources  of 
structural  change.  Such  a  program  should  comtnne  various  aspects  of  existing  programs  with  benefits  that 
include  job  search  assistance,  skills  assessment,  counseling,  referral  servdces,  adequate  income  support,  payments 
for  retraining  programs  and  extended  income  and  benefit  payments  through  the  training  period.  The  Clinton 
program  calls  for  $4.6  billion  to  develop  this  type  of  program. 

Finally,  we  need  to  better  coortfinate  various  worker  training  programs  at  the  local,  state,  and  national 
levels  in  order  to  better  serve  our  training  needs.  A  body  of  experts  should  be  brought  together  to  standardize 
the  myriad  of  current  retraining  programs.  Within  one  year,  the  group  should  submit  spediic  recommendations 
for  eliminating  duplication  among  the  125  federal  employment  and  training  programs  currently  spread  across 
14  federal  agencies. 

Technology 

A  major  problem  facing  American  competitiveness  is  the  lag  of  American  firms  in  converting 
technological  advances  into  a  competitive  advantage  in  the  marketplace-the  "commercialization"  of  technology. 
The  Council  recommends: 

1 .  Private  sector  R&D  should  be  stimulated  and  expanded  by  implementation  of  a  permanent,  incremental 
Innovation  and  Commerdalization  Tax  Credit  (ICTC)  to  cover  R&D  on  process  improvements  as  well 
as  product  development  President  Clinton  has  called  for  a  similar  Research  and  Experimentation  Tax 
Credit  The  Council  recommends  an  additional  25  percent  credit  for  industry-sponsored  university 
research  and,  to  help  overcome  corporate  reluctance  to  test  traditional  antitrust  tenets,  an  additional 
10  percent  credit  for  participation  in  the  first  two  years  of  new  R&D  consortia  registered  under  the 
Cooperative  Research  Act  erf  1984. 

2.  The  government  should  use  defense  spending  reductions  to  reorient  its  own  R&D  spending  from  purely 
military  to  civilian  and  dual  use  R&D.  Defense  research  and  exploratory  development  should  be  kept 
strong  but  the  new  R&D  budget  should  also  emphasize  generic  technologies. 

3.  Some  of  these  funds  should  be  used  to  expand  federal  support  for  cooperative  projects  in  areas  of  strong 
industry-govenunent  mutual  interest.   Specific  steps  include: 

•  Encouraging  ARPA  and  the  military  services  to  actively  promote  dual  use  technologies; 

•  Ejqpanding  the  Advanced  Technology  Program  in  the  Department  of  Commerce  to  an  annual 
program  level  of  about  $750  million.  President  Clinton's  plan  calls  for  an  increase  of  $138  million 
in  FY  1994,  rising  to  $680  million  by  FY  1997; 

•  Allocating  10-20  percent  of  the  resources  of  the  multi-program  labs  operated  by  the  Department 
of  Energy,  of  the  NASA  labs,  and  of  selected  DOD  labs  to  jointly  planned  and  jaintly  funded 
industry/govenmient  R&D  cm  the  basis  of  model  Cooperative  Research  and  Development 
Agreements  (CRADAs)  with  private  firms;  a  similar  initiative  is  outlined  in  President  Clinton's 
plan; 

•  Modifying  Federal  procurement  rules  to  make  the  federal  government  a  better  consumer  of 
leading  edge  technologies; 

•  Authorizing  ARPA,  the  Department  of  Commerce,  the  National  Institutes  of  Health  and  perhaps 
others  to  participate  directly  in  the  axnmerdalizatlon  of  technologies  they  have  supported. 
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Trade  Policy 

The  Council  recommends  six  maJDr  initiatives  in  this  area. 

1 .  The  new  Administration  should  place  high  priority  on  developing  a  global  growth  strategy  with  our  G-7 
partners,  especially  Japan  and  Germany. 

2.  We  must  aim  to  maintain  equilibrium  exchange  rates.  The  United  States  should  therefore  seek 
agreement  in  the  G-7  on  a  credible  system  of  reference  ranges  as  maintained  during  1987-88. 

3.  The  United  States  must  push  hard-through  multilateral,  regional  and  bilateral  negotiations -to  open 
foreign  markets  to  American  products.  It  is  essential  to  bring  the  Uruguay  Round  to  a  successful 
conclusion.  To  preserve  the  full  benefit  of  a  NAFTA  agreement,  it  will  have  to  contain  strong  provisions 
protecting  the  environment,  labor  adjustment  and  worker  rights.  Bilateral  talks  are  especially  important 
with  Japan,  and  the  Structural  Impediments  Initiative  should  be  revised  and  reinvigorated. 

4.  We  reconunend  a  sharp  increase  in  the  quality  and  quantity  of  US  export  credit  programs.  The  annual 
program  level  of  the  Export-Import  Bank  should  be  increased  to  $20  billion. 

5.  US  export  promotion  efforts  should  be  sharply  increased,  focused  and  improved.  Working  within  the 
framework  of  the  new  National  Economic  Council,  the  Trade  Promotion  Coordinating  Committee 
should  streamline  the  150  current  export  promotion  programs  scattered  across  ten  different  agencies. 
A  single  budget  function  for  export  support,  including  export  finance,  should  be  created  and  funding  for 
export  promotion  should  be  doubled  over  the  next  five  years. 

6.  A  major  effort  is  needed  to  eliminate,  or  at  least  sharply  limit,  oiu'  own  export  disincentives  that  block 
billions  of  dollars  of  foreign  sales  by  American  companies. 

Manufacturing 

There  are  three  specific  policy  measures  that  should  be  adopted  to  promote  new  investment,  especially 
in  manufacturing: 

1 .  Establishment  of  an  incremental  and  permanent  Equipment  Tax  Credit  (ETC).  By  limiting  its  coverage 
to  equipment,  and  excluding  plant  and  real  estate  investment,  the  credit  can  generate  much  higher  payoff 
per  dollar  of  tax  expenditure.  President  Clinton  has  proposed  a  similar  incremental  tax  credit  for  all 
businesses  on  a  temporary  basis,  and  for  small  businesses  on  a  pennanent  basis. 

2.  The  government  should  authorize  industry  consortia  for  joint  production  as  well  as  research. 

3.  The  tax  code  should  be  modified  to  permit  firms  to  depredate  manufacturing  process  equipment,  newly 
installed  after  the  adoption  of  this  policy,  at  a  rate  such  that  the  'tax  life'  of  the  equipment  would  be 
equal  to  its  'competitive  life.' 

Public  Infrastructure 

Our  Subcoundl  on  Public  Infrastructure  identified  several  components  of  the  nation's  transportation 
system  that  require  particular  attention: 

1.  Immediate  full  funding  of  the  spending  levels  authorized  in  1991  by  Intermodal  Surface  Transportation 

Efficiency  Aa  (ISTEA),  an  increase  of  about  $4  billion  over  FY  1993.  The  Clinton  program  calls  for 
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almost  $3  billion  in  adcfitianal  spOK&Qg  in  FY  1993  and  $2.6  billion  above  baseline  spending  in  FY  1994. 

T)ie  nation's  air  traffic  ooalrol  system  needs  basic  refonn.  The  Clinton  program  calls  for  S720  million 
over  four  years. 

Continue  funding  for  emeipng  transportatian  technologies  —  including  intelligent  vehicle  and  highway 
systems,  high  speed  rail,  and  magnetic  levitation  trains  -  at  their  ISTEA  levels.  This  is  consistent  with 
the  Clinton  program. 

Extend  the  live  of  our  existing  national  roads  and  bridges  and  increase  the  life  expectancy  of  all  new 

construction. 

Over  and  above  ISTEA's  authoiized  lewis,  aim  to  raise  the  current  level  of  infrastructure  spending  by 

up  to  $12.5  billion.  This  increase  «ould  includes  $1  billion  for  intermodal  improvements;  $1  billion  for 

bridges:  $1.5  billion  to  stop  endlessly  deferring  maintenance  on  our  public  transit  systems;  and  $9  billion 

for  necessary  capacity  expansi<His  and  pavement  repaire  on  the  National  Highway  System. 

The  Federal  Government  should  establish  a  capital  budget  to  help  rationalize  the  government's 
investment  process  by  distinguidiiQg  deaily  between  current  and  capital  expenditures. 
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Competitiveness  Policy  Council 

The  Competitiveness  Policy  Counal  was  established  by  Congress  in  the  Omnibus  Trade  and  Competitiveness  An  of  1988. 
It  is  an  independent  federal  advisory  committee  reporting  to  both  the  President  and  Congress. 


Appointed  by  the  President 

Barbara  Franklin*  (Government) 

Seaetary 

US  Department  of  Commerce 

Albert  Shanker  (Labor) 

President 

American  Federation  of  Teachers 

Alexander  Trowbridge  (Business) 

President 

Trowbridge  Parmers 

Edward  O.  Vetter  (Public  Interest) 

President 

Edward  O.  Vetter  and  Associates 

*  Resigned  January  20. 1993 


Appointed  by  tlie 
Bipartisan  Leadership 
of  the  US  Senate 

Rand  V.  Araskog  (Business) 
Chairman  and  CEO 
ITT  Corporation 

John  Barry  (Labor) 
President 

International  Brotherhood 
of  Electrical  Workers 

William  Graves  (Government) 
Secretary  of  State 
State  of  Kansas 

Bruce  Scott  (Public  Interest) 
Professor  of  Business  Administration 
Harvard  Business  School 


Appointed  by  the 
Bipartisan  Leadership  of  the 
US  House  of  Representatives 

C.  Fred  Bergsten,  Chairman 

(Public  Interest) 

Director 

Institute  for  International  Economics 

John  J.  Murphy  (Business) 
Chairman  and  CEO 
Dresser  Industries,  Inc. 

Edward  V.  Regan  (Government) 

Comptroller 

State  of  New  York 

Lynn  R.  Williams  (Labor) 

President 

United  Steelworkers  of  America 


Subcouncll  Chairmen 

Capital  Formation 
Peter  G.  Peterson 
Chairman 
The  Blackstone  Group 

Corporate  Governance 
and  Financial  Markets 
Edward  V.  Regan 
Comptroller 
State  of  New  York 
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Erich  Bloch 
Distinguished  Fellow 
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Education 

Albert  Shanker 

President 

American  Federation  of  Teachers 
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Ruben  F.  Mettler 
Retired  Chairman  and  CEO 
TRW,  Inc. 
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TESTIMONY  OF  DR.  WILLIAM  E.  TRUEHEART 

PRESIDENT,  BRYANT  COLLEGE 

JUNE  22,  1995 


Good  morning  Chairman  Manzullo  and  Members  of  the 
Subcommittee.  I  am  Dr.  William  Trueheart,  President  of  Bryant  College  of 
Smithfield,  Rhode  Island. 

It  is  a  pleasure  to  testify  before  you  today  on  an  issue  of  great 
importance  to  Bryant  College  and  to  me,  personally,  small  businesses  and 
gaining  access  to  international  markets.  For  over  30  years  Bryant  has  been 
the  leading  educational  institution  in  Rhode  Island  in  the  development  of 
programs  to  assist  small  businesses.  In  our  state,  where  small  businesses 
comprise  over  98%  of  all  businesses,  the  positive  impact  of  Bryant's  small 
business  programs  has  been  immer\se,  not  only  in  Rhode  Island  itself  but 
throughout  the  entire  Northeastern  region. 

As  you  are  aware,  the  northeast  has  experienced  significant 
economic  problems  over  the  last  few  years,  particularly  in  the  area  of 
heavy  manufacturing  and  defense-related  industries.  Long  standing 
textile  businesses  have  closed  their  doors  due  to  an  influx  of  lesser-quality, 
cheaper  foreign  products.  In  general,  small  businesses  could  not  respond 
to  this  challenge  because  they  were  unprepared  to  view  their  marketplace 
from  a  global  perspective:  most  simply  did  not  have  the  basic  knowledge 
and  tools  to  compete  internationally. 

Bryant  College,  in  partnership  with  regional  business  and  local  and 
federal  government,  took  on  this  challenge  by  refocusing  our  efforts  to 
provide  a  vehicle  for  small  businesses  to  gain  access  to  foreign  markets. 
For  example,  in  1988  we  created  with  the  help  of  the  Small  Business 
Association,  an  international  trade  center  designed  to  link  Rhode  Island 
businesses  with  potential  international  business  opportunities.  Soon  after, 
our  Export  Assistance  Center,  (EAC)  was  opened  to  create  a  data  base  for 
businesses  to  obtain  critical  information  about  particular  foreign  markets 
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I  am  submitting  with  my  testimony  a  sample  computer  printout 
which  demonstrates  the  trade  information  available  by  computer  to  small 
businesses  through  Bryant's  trade  center.  The  printout  shows  that,  among 
the  many  options  available,  any  business  can  locate  specific  trade  date  for 
the  coimtry  it  wishes  to  sell  to  and  the  type  of  products  it  wants  to  market 
within  that  country.  Bryant's  International  Trade  Data  Network  searches 
its  database  and  identifies  appropriate  available  markets  in  that  particular 
country.  The  computer  then  searches  its  data  base  and  identifies 
appropriate /available  markets  for  specific  products  in  other  countries. 

Initially,  Bryant  College  focused  its  efforts  on  Rhode  Island  and  the 
northeast  region.  With  the  support  of  the  business  community,  the  state  of 
Rhode  Island  and  the  federal  government,  Bryant's  international  efforts 
have  become  not  only  a  major  regional  center  assisting  businesses  from  all 
over  New  England,  but  through  the  efforts  of  our  Export  Assistance 
Center,  it  is  now  national  in  scope.  Currently,  the  service  has  55  sites  in  18 
states,  Canada  and  Malta.  Last  year  alone  we  assisted  60,000  businesses 
in  gaining  access  to  trade /export  information  for  specific  products.  By  the 
year  2000,  our  goal  is  to  provide  assistance  to  one  million  internationally 
active  businesses. 

Last  year,  Bryant  College  opened  a  new  Center  for  International 
Trade  and  Economic  Development  (CIBED),  and  consolidated  both  the 
World  Trade  Center  and  EAC  programs.  In  addition,  Bryant  has  taken 
advantage  of  a  program  authorized  by  your  Conuruttee  to  create  a  very 
successful  Small  Business  Development  Center  (SBDC),  which  is  widely 
considered  to  be  one  of  the  best  SBDCs  in  the  country  in  assisting  small 
businesses  gain  access  to  international  markets.  As  you  can  see,  Bryant  is 
able  to  provide  small  businesses  with  a  complete  international  trade  and 
export  assistance  package,  and  we  are  obviously  very  proud  of  this 
achievement.  Also  submitted  with  my  testimony  is  background  material  on 
Rhode  Island  exports  and  Bryant's  international  trade  date  network  which 
demonstrates  the  success  of  tiie  program. 
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Our  job  is  far  from  over.  The  Northeast  still  faces  a  depressed 
economy  and  the  challenge  of  re-tooling  and  educating  small  businesses  to 
help  them  achieve  their  full  international  business  potential  can  be 
daunting.  However,  our  experiences  over  the  last  30  years  have  proven 
that  the  success  of  any  international  trade  program  is  directly  linked  to  the 
ability  of  businesses  to  access  easily  understandable  and  useable 
information.  I  believe  it  is  important  to  have  a  college  like  Bryant  assist  in 
training  small  businesses  in  application  and  new  products  to  ensure  that 
businesses  are  aware  of  changes  that  are  surely  coming  in  this  iriformation 
revolution. 

While  I  am  always  amazed  at  how  much  raw  information  on 
international  trade  is  available  from  the  federal  government,  it  is  also 
clear  that  much  of  it  is  inaccessible  or  not  readily  understood  by  small 
business.  In  fact,  small  business  owners  are  quickly  overwhelmed  by  the 
massive  bureaucracies  they  often  face  and  soon  give  up.  The  International 
Trade  Data  Network  created  by  Bryant  CoUege  plays  a  key  role  in 
packaging  this  information  into  useable  form,  but  even  uruversities  and 
colleges  can  find  it  difficult  to  obtain  readily  useful  information  from  the 
federal  government.  Even  when  such  information  can  be  found,  the 
regulations  and  requirements  necessary  to  ferret  it  out  from  the  agency 
involved  drives  up  our  costs  and  often  hinders  our  ability  to  convey  it  to 
small  businesses. 

To  help  overcome  this  problem,  Bryant  has  recently  developed  a 
proposal  to  disseminate  currently  available  but  largely  inaccessible  data, 
including  video  information,  from  the  Department  of  Commerce,  directly 
to  small  business.  Having  knowledge  of  desired  products  and  foreign 
markets  is  only  the  first  step.  It  is  then  necessary  for  small  businesses  to 
have  current  information  on  national  customs,  regulations,  tariffs  and 
other  data  in  a  readily  useable  format  from  the  Conamerce  Department 
and  other  federal  agencies.  Bryant's  proposal,  nanied  the  "High 
Technolog^VTelecommunications  Export  Assistance  Center",  or  "HiTAC", 
would  be  a  cooperative  venture  between  Bryant  College's  ITDN,  other 
northeastern  universities  and  colleges,  regional  bell  telephone  systems  and 
the  federal  government,  to  link  small  businesses  directly  through  their 
computers  to  the  government's  information  highway  through  expanded 
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access  to  the  ITDN.  This  would  permit  not  only  Worldwide  Web  and 
Internet  connection,  but  a  video  data  transmission  as  well,  simply  by  going 
on  line  through  a  local  data  bank  at  the  nearest  participating  institution. 

Any  imiversity  or  college  that  wishes  to  become  part  of  this  system  as 
a  satellite  trade  center  could  provide  a  tailor-made  system  to  clients  within 
its  service  area  through  the  ITDN.  The  service  would  be  free  or  with 
nominal  fee  to  small  businesses  and  would  create  a  vehicle  to  get  this 
important  information  from  the  Commerce  Department,  other  federal 
agencies  and  foreign  experts  directly  to  the  business  conunuruty.  I  hope 
you  agree  that  this  is  the  type  of  innovative  high  technology  program 
needed  to  insure  that  all  small  businesses  have  equal  access  to 
international  trade  information  as  do  larger  businesses  with  their  legions 
of  lawyers  and  business  advisors. 

The  "HiTAC"  proposal  and  similar  programs  are  the  first  of  many 
steps  needed  to  begin  to  address  international  trade  problems.  We  must 
give  small  businesses  the  tools  to  compete  on  an  international  basis.  I  hope 
tiiat  you,  Mr.  Chairman,  and  the  members  of  this  Committee  will  continue 
to  support  international  trade  and  export  programs,  as  well  as  the  SBDC 
which  could  be  vital  to  small  business.  This  is  vital  in  the  current  budget 
environment.  To  do  otherwise  would  be  short-sighted  and  a  disservice  to 
small  business  and  our  nation's  overall  ability  to  face  foreign  competition 
both  in  the  United  States  and  overseas. 

Thank  you  Chairman  Manzullo  and  Members  of  the  Subcommittee 
for  the  opportuiuty  to  testify  here  today,  and  I  look  forward  to  answering 
any  questions  you  may  have. 
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Satellite  Sites:  04/12/95 


Alabama 


Nisa  Miranda,  Director 

Alabama  International  Trade  Center 

P.O.  Box  870396 

Tuscaloosa,  Alabama  35487-0396 

Phone:  (205)  348-7621 

Fax:  (205)  348-6974 

Status:  Existing  Lead  Site 

California 

Gladys  Moreau,  Director 

Export  SBDC 

110  East  9th  Street.  Suite  A669 

Los  Angeles,  CA  90079 

Phone:(213)892-1112 

Fax:(213)892-8232 

Status:  Existing  Lead  Site 

Heather  Wicka 

Export  SBDC 

300  Esplanade,  Suite  1010 

Oxnard,  CA 

Status:  Existing  Subcenter 

El  Monte  Outreach  Center 
10501  Valley  Boulevard,  Suite  106 
El  Monte,  CA  91731 
Status:  Existing  Subcenter 

Colorado 

Michael  Lenzini,  Director 
Small  Business  International  Dev.  Center 
Front  Range  Community  College 
3645  West  112th  Street 
Westminster,  Colorado  80030 


Phone:(303)460-1032 
Fax  (303)  469-7143 
Status:  Existing  Lead  Site 

Connecticut 

John  P.  O'Connor,  State  Director 
Connecticut  SBDC 
U-94,  Mansfield  Building 
2  Bourn  Place  MTS 
University  of  Connecticut 
Ston-s,  CT  06269-5094 
Phone:(203)486-4135 
Fax:(203)486-1576 
Status:  Existing  Lead  Site 

Andy  Hammerl,  Director 

Department  of  Economic  Development 

865  Brook  Street 

Rocky  Hill,  CT  06067 

Phone:  (203)  258-4243 

Status:  Existing  Subcenter 

Iowa 

Ronald  A.  Manning,  State  Director 

Robert  M.  Parker,  Asst.  State  Director 

Iowa  Small  Business  Dev.  Center 

137  Lynn 

Ames,  Iowa    50010 

Phone:(515)292-6351 

Fax:(515)292-0020 

Status:  Existing  Lead  Site 

The  following  Iowa  licenses  are  in  the 
name  of  Robert  M.  Parker,  and  will  be 
assigned  and  used  by: 
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Ron  Helms,  Director 

Iowa  Western  Community  College 

2700  College  Road 

Box4C 

Council  Bluffs,  Iowa  51502 

Phone:(712)325-3260 

Fax:(712)325-3408 

Status:  Existing  Subcenter 

Lyie  Bowlin,  Director 

University  of  Northern  Iowa  SBDC 

Suite  5,  Business  Building 

Cedar  Falls,  Iowa  50614-0120 

Phone:(319)273-2696 

Fax:(319)273-6830 

Status:  Existing  Subcenter 

Jim  Anderson,  Director 

Kirkwood  Community  College  SBDC 

2901  Tenth  Avenue 

Marion,  Iowa  52302 

Phone:(319)377-8256 

Fax:(319)377-5667 

Status:  Existing  Subcenter 

Jon  Ryan,  Director 

Eastern  Iowa  SBDC  &  Davenport  Chamber 

of  Commerce 

Eastern  Iowa  Community  College 

304  West  Second  Street 

Davenport,  Iowa  52801 

Phone:(319)322-4499 

Fax:(319)322-8241 

Status:  Existing  Subcenter 

Charles  Tonn,  Director 
Northeast  Iowa  SBDC  &  Dubuque 
Chamber  of  Commerce 
770  Town  Clock  Plaza 
Dubuque,  Iowa  52001 
Phone:(319)588-3350 
Fax:(319)557-1591 
Status:  Existing  Subcenter 


Iowa  SBDC  for  Lee  County  Extension 

Office 

416  Main  Street 

Donellson,  Iowa  52625 

Phone:(319)835-5116 

Status:  Pending  Subcenter 

John  Beneke,  Director 

Iowa  Lakes  Community  College  SBDC, 

Gateway  North  Shopping  Center, 

Highway  71  North 

Spencer,  Iowa  51301 

Phone:(712)262-4213 

Fax:  (712)  262-4047 

Status:  Pending  Subcenter 

Bryan  Ziegler,  Director 

Indian  Hills  Community  College  SBDC, 

525  Grandview  Avenue 

Ottumwa,  Iowa  52501 

Phone:(515)683-5127 

Fax:(515)683-5263 

Status:  Pending  Subcenter 

Paul  Havick,  Director 

Southwestern  Community  College  SBDC 

1501  WestTownline  Road 

Creston,  Iowa  50801 

Phone:(515)782-4161 

Fax:(515)782-4164 

Status:  Pending  Subcenter 

Lori  Harmening-Webb,  Director 

Des  Moines  Area  Community  College 

SBDC 

P.O.  Box  204 

Audubon,  Iowa  50025 

Phone:  (712)  563-2623 

Fax:(712)563-2301 

Status:  Pending  Subcenter 

Richard  Petersen,  Director 

North  Area  Iowa  Community  College 

SBDC 

500  College  Drive 
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Phone:(201)648-5950 
Fax:  (201)648-1110 
Status:  Existing  Lead  Site 

Herb  Spiegel 

SBDC  at  Mercer  Community  College 

1200  Old  Trenton  Road 

Trenton,  NJ  08690 

Phone:  (609)  586-4800 

Fax:  (609)  890-6338 

Status:  Pending  Subcenter 

Melody  Irvin,  Director 

Bergen  Community  College  SBDC 

400  Paramus  Road 

Paramus,  NJ  07652 

Phone:(201)447-7841 

Fax:(201)447-7495 

Status:  Pending  Subcenter 

New  York 

Thomas  J.  Morley,  Director 
New  York  State  SBDC 
Rockland  Community  College 
145  College  Road 
Suffern,  NY  10901-3699 
Phone:  (914)  356-0370 
Fax:(914)356-0381 
Status;  Existing  Lead  Site 

Pennsylvania 

Debra  Lenker,  Mgmt.  Technician 

Office  of  International  Development 

464  Forum  Building 

Harrisburg,  PA  17120 

Phone:(717)787-7190 

Fax:(717)234-4560 

Status:  Existing  Lead  Site 

Tina  Weyant,  Manager 
Export  Development  Program 
SBDC  -  Kutztown  University 
University  Center  at  Harrisburg 


2986  North  Second  Street 
Harrisburg,  PA  17110 
Phone:  (717)233-3120 
Fax:(717)233-3181 
Status:  Existing  Site 

Rhode  Island 

Carl  Anderson,  Director  ITDN 
Rl  Export  Assistance  Center 
Bryant  College 
1 1 50  Douglas  Pike 
Smithfield,  Rl  02917-1284 
Phone:  (401 )  232-6407 
Fax:(401)232-6416 
Status:  Hub  Site 

Maureen  Mezei,  State  Trade  Director 

R.I.  Dept.  of  Economic  Development 

7  Jackson  Walkway 

Providence,  Rl  02903 

Phone:(401)277-2601 

Fax:    (401)277-2102 

Status:  Existing  Subcenter 

Joseph  Loddo,  Disthct  Director 
Small  Business  Administration 
380  Westminster 
Providence,  Rl  02903 
Phone:(401)528-4580 
Fax:  (401)  528^539 
Status:  Existing  Subcenter 

Johnson  &  Wales  University 
Graduate  School 
334  Westminster  Street 
Providence,  Rl  02903 
Status:  Existing  Subcenter 

Fleet  Bank 

111  Westminster  Street 

Providence,  Rl  02903  2305 

Phone:(401)278-5703 

Fax:    (401)278-5704 

Status:  Existing  Lead  Site 
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Mason  City,  Iowa  50401 
Phone:(515)421-4342 
Fax:(515)423-0931 
Status:  Pending  Subcenter 

Paul  Heath,  Director 

University  of  Iowa  SBDC 

108  Pappajohn  Bus.  Admin  BIdg 

Suite  3160 

Iowa  City,  Iowa  52242-1000 

Phone:(319)335-3742 

Fax:(319)335-1956 

Status:  Pending  Subcenter 

Steve  Carter,  Director 
Iowa  State  University  SBDC 
1 37  Lynn  Avenue 
Ames,  Iowa  50014 
Phone:(515)292-6351 
Fax:(515)292-0020 
Status:  Pending  Subcenter 

Massachusetts 

Laura  Howard,  Int'l.  Trade  Resource  Mgr 

SBDC  University  of  Mass. 

School  of  Management,  Room  205 

Amherst,  MA  01003 

Phone:  (413)545-6301 

Fax:    (413)545-1273 

Status:  Existing  Lead  Site 

Cheryl  Bednarik 

SBDC  SE  Mass  Regional  Office 

200  Pocasset  Street,  P.O.Box  2785 

Fall  River,  MA  02722 

Phone:  (508)  673-9783 

Fax:    (508)674-1929 

Status:  Existing  Subcenter 

Paula  Murphy 

MA  Export  Center 

World  Trade  Center,  Suite  315 

Boston,  MA    02210 

Phone:  (617)478-4133 


Fax:(617)478-4135 
Status:  Existing  Subcenter 

Michigan 

Robert  Stevens,  Project  Director 

Wayne  State  University 

Michigan  Small  Business  Development 

Center 

2727  2nd  Avenue 

Detroit,  Michigan  48201 

Phone:(313)964-1798 

Fax:(313)964-3648 

Status:  Three  Contracts  Pending 

Missouri 

Ray  Williams 

US  Small  Business  Administration 

911  Walnut  St..  Room  1300 

Kansas  City,  MO  64106 

Phone:(816)426-7762 

Fax:(816)426-5559 

Status:  Existing  Lead  Site 

New  Hampshire 

Michelle  Ouellette,  Int'l  Trade  Specialist 
Denise  Speechley,  Info.  Data  Coord. 
N.H.  Dept.  of  Resources  &  Econ.Dev. 
601  Spaulding  Turnpike  #29 
Portsmouth,  NH  03801  2833 
Phone:  (603)  334-6074 
Fax:    (603)334-6110 
Status:  Existing  Lead  Site 

New  Jersey 

Richard  Meisenbacher,  Director, 
International  Trade 
New  Jersey  SBDC 
Rutgers  Campus  at  Newark 
Ackerson  Hall,  3rd  Floor 
180  University  Avenue 
Newark.  NJ  07102 


^ 
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Texas  New  River  Valley  SBDC 

Blacksburg,  VA 
Sara  C.  Jackson,  Director  Status:  Existing  Subcenter 

UTSA  International  Trade  Center 

South  Texas  Border  SBDC  rtdn*rte.doc 

1222  North  Main,  Suite  450 
San  Antonio,  TX  78212 
Phone:(210)558-2470 
Fax:(210)558-2464 
Status:  Existing  Lead  Site 

E.  Berry  Summerour 

Extension  Assoc.  -  Intl'  Marketing 

Texas  Agricultural  Extension  Service 

Dept.  of  Agricultural  Economics 

Texas  A&M  University 

College  Station,  TX  77843-2124 

Phone:  (409)  845-7277 

Fax:  (409)  845-3140 

Status:  Marketing  Site 

Virginia 

Hank  Kim,  Systems  Analyst 

Longwood  Small  Business  Dev.  Center 

Longv^ood  College 

Farmville,  VA  23901 

Phone:  (804)  395-2086 

Fax:  (804)  395-2359 

Status:  Existing  Lead  Site 

World  Trade  Group 

Virginia  Department  of  Economic 

Development 

Richmond,  VA 

Status:  Existing  Subcenter 

SBDC  of  Hampton  Roads,  Inc. 

Norfolk,  VA 

Status:  Existing  Subcenter 

SBDC 

James  Madison  University 
Harrisonburg,  VA 
Status:  Existing  Subcenter 
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EXPORTS  FROM  RI :  SUMMARY  OF  SHIPMENTS  -  ALL  COUNTRIES 


Year  in  Dollars  $  1990       $  1991       $  1992       $  1993 


Total  Value  Shipments  756212736  783786065  1003997781  1016952374 

Total  Air  Shipments  244989424  297211605  317052810  395147937 

Total  Sea  Shipments  243303813  213054358  322621478  235744927 

Sea  Container  Shipments  122158259  115417179  154770488  159238186 

Unknown/Other  Shipments  145761240  158102923  209553005  226821324 


Year  in  %  of  Total  $  %T1  1990     %T1  1991     %T1  1992      %T1  1993 


Air  Shipments  32.397%  37.920%  31.579%  38.856% 

Sea  Shipments  -  All  32.174%  27.183%  32.134%  23.182% 

Sea  Container  Shipments  16.154%  14.726%  15.415%  15.658% 

Unknown/Other  Shipments  19.275%  20.172%  20.872%  22.304% 


Year  in  Shipment  Weight 

(MT)  Total  Air  Shipments 
(MT)  Total  Sea  Shipments 
(MT)  Container  Shipments 

(MT)  TL  (air+sea+cont) 

Note:  Air  shipments  converted  from  Kg  to  Mt  (lKg=.001Mt) 


Wt  1990 

Wt  1991 

Wt  1992 

Wt  1993 

4082 

4526 

6246 

7727 

488119 

286965 

327011 

54952 
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INTERNATIONAL  TRADE  DATA  NETWORK 

Announces 

12-Point  Expansion  Program 


The  Rhode  Island  Export  Assistance  Center  (RIEAC)  is  expanding  its  International  Trade  Data 
Network  (ITDN).  Through  this  multi-faceted  program,  the  Rhode  Island  Export  Assistance  Center 
ITDN  will  become  the  worldwide  hub  for  international  trade  data  collection,  formatting,  and 
dissemination,  by  the  year  2000. 

The  plan  will  build  on  an  already  successful  ITDN  program  which  was  developed  by  its 
programmer,  Carl  R.  Anderson,  the  RIEAC  Director.  Raymond  W.  Fogarty,  and  staff.  The  RIEAC 
comes  under  the  auspices  of  the  Center  for  Intemational  Business  and  Economic  Development 
(CIBED)  at  Bryant  College. 

Specifically,  the  program  expansion  will  indude  state,  local,  federal,  and  intemational  partners 
from  the  business,  academic,  and  governmental  arenas.  The  glot}al  information  initiative  includes 
the  following  items: 

1 .  UNITED  STATES  DEPARTMENT  OF  COMMERCE  (USDOC):  Utilization  of  a  common  user 
friendly  format  for  dissemination  of  intemational  trade  information  can  greatly  assist  the 
Department  of  Commerce  domestic  offices  in  helping  US  businesses.  The  ITDN  was  specifically 
developed  to  assist  small  and  medium  sized  businesses,  the  key  building  blocks  for  greater  US 
exports.  As  the  preeminent  gatherers  of  intemational  trade  information,  the  Department  of 
Commerce  has  been  a  supportive  partner  of  the  ITDN  and  its  efforts  to  disseminate  trade 
information  in  the  most  efficient  and  cost  effective  means  available.  Together  the  DOC-ITDN 
team  is  poised  to  stimulate  American  exports. 

The  goal  is  to  link  all  Department  of  Commerce  offices  tjy  1997. 

2.  UNITED  STATES  DEPARTMENT  OF  COMMERCE  FOREIGN  OFFICES:  As  the  preeminent 
collectors  of  international  trade  information,  the  Department  of  Commerce's  foreign  offices  will 
be  linked  with  their  domestic  counterparts,  states,  and  other  intemational  trade  service  providers 
through  the  ITDN.  Speed  of  dissemination  and  rapid  response  will  quickly  bring  the  services  of 
the  overseas  offices  directly  to  businesses  and  service  providers. 

The  goal  is  to  link  all  foreign  offices  by  1997. 

3.  UNITED  STATES  EXPORT  ASSISTANCE  CENTERS:  US  Export  Assistance  Centers  rely 
upon  the  partnering  and  strategic  alliance  building  that  the  ITDN  is  able  to  facilitate  for  users  of 
the  system.  Linking  all  federal  export  assistance  centers  with  the  proven,  effective,  and  cost 
efficient  ITDN  will  ensure  compatibility  and  provide  full  dissemination  of  trade  information. 
Centers  from  throughout  the  nation  will  be  tied  into  a  similar  system  and  be  able  to  communicate 
on  professional  matters  via  the  ITDN  on-line  system. 

The  goal  is  to  link  all  USEAC's  as  they  ttecome  operational. 
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4.  LINKAGE  OF  ALL  50  UNITED  STATES:  The  HDN  currently  has  lead  sites  in  1 8  states, 
providing  rapid,  efficient,  and  complete  dissemination  of  international  trade  information. 
Expansion  to  the  remaining  32  states  will  create  a  common,  user  friendly  trade  information 
network  that  will  stimulate  the  nation's  export  economy.  In  addition,  the  creation  and  stimulation 
of  ties  between  export  assistance  service  providers  will  create  a  synergistic  effect  that  will  benefit 
the  national  trade  effort. 

The  goal  is  to  link  all  50  states  by  1998. 

5.  COUNCIL  OF  STATE  GOVERNMENTS/EASTERN  REGIONAL  CONFERENCE:  The  benefits 
of  regional  partnering  is  evident  in  the  Council  of  State  Governments,  Eastern  Regional 
Conference's  (CSG/ERC)  selection  of  the  ITDN  as  the  international  trade  disseminator  of  choice. 
The  Eastern  Regional  Conference  represents  the  six  New  England  states.  New  York,  New  Jersey, 
Pennsylvania,  and  Delaware,  with  affiliates  in  the  US  Virgin  Islands,  the  District  of  Columbia,  and 
the  province  of  Quebec.  Already  the  contacts  created  with  assistance  from  the  ITDN  have 
stimulated  multi-state  efforts  to  partner  in  international  trade  activities.  Completing  the  linkage 
between  all  partners  will  further  that  effort. 

The  goal  is  to  link  all  15  CSG/ERC  members  by  1997. 

6.  BANK  OF  BOSTON:  The  Bank  of  Boston-International  Trade  Data  Network  partnership  in  the 
Bank's  "Global  Initiative"  represents  the  prototype  for  international  trade  information  partnerships. 
Establishing  ITDN  sites  at  Bank  of  Boston  headquarters  in  Massachusetts,  Connecticut,  and 
Rhode  Island  is  the  preliminary  step  to  providing  full  international  trade  information  service  to 
Bank  customers  around  the  globe.  The  first  expansion  is  targeted  to  the  Bank's  'trading  posts," 
full  offices  at  selected  bank  affiliates  in  Germany,  Hong  Kong,  Argentina,  Brazil,  and  Chile. 
Subsequent  linkages  will  expand  the  partnership  around  the  world. 

The  goal  is  to  link  the  ITDN  to  all  25  countries  that  Bank  of  Boston  has  a  presence  in  by 
1997. 

7.  UNKAGE  OF  RHODE  ISLAND  BUSINESSES:  Exports  are  vital  for  the  success  of  the  state's 
economy.  We  have  made  great  strides  in  the  past  several  years,  and  the  success  will  continue 
and  increase  by  linking  all  Rhode  Island  companies  with  the  ITDN.  This  linkage  will  create  a  level 
of  knowledge  and  stimulate  companies  into  becoming  active  in  the  high  growth  export  economy. 

The  goal  is  to  link  all  Rhode  Island  businesses  by  the  year  2000. 

8.  ITDN-HIGH  SCHOOL  PROGRAM:  Upon  graduation,  students  must  be  capable  of  competing 
in  the  global  marketplace.  Currently,  the  US  educational  system  does  not  provide  the  means  to 
educate  students  properly  in  international  matters.  By  linking  the  substantial  information 
contained  in  the  ITDN  with  high  schools,  students  will  better  understand  the  world  economy 
better,  its  people,  and  international  business  opportunities.  Use  of  the  computer  medium  in  a 
user  friendly  format  makes  the  ITDN  ideal  for  this  task. 

The  goal  is  to  link  all  Rhode  Island  high  schools  by  1997.  The  continuing  goal  will  be  to 
proceed  state  by  state  across  the  country. 

9.  FOREIGN  PARTNERSHIPS:  The  mutual  benefits  of  international  commerce  demands  reliable 
communications  and  partnership  promoting  activities.  Through  the  HTDN  alliances  have  been 
fostered  with  a  number  of  nations  interested  in  gaining  an  American  contact.  In  turn,  American 
users  of  the  system  can  receive  in  country  assistance  and  support  unavailable  from  traditional 
resources.  This  assistance  is  based  on  respect  and  a  proven  business  relationship. 

The  goal  is  to  partner  country  by  country  as  the  ITDN  progresses. 
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1 0.  ITDN  COUNTRY  AND  INDUSTRY  SPECIFIC  PROGRAMS:  The  cost  effective,  user  friendly, 
and  versatile  UDN  makes  it  the  system  of  choice  for  country  and  industry  specific  programs. 
Linking  up  with  foreign  firms,  development  groups,  and  nations  can  bring  mutually  beneficial 
results.  The  addition  of  specific  databases  to  the  (TON  will  allow  the  information  to  be 
disseminated  to  the  people  best  suited  to  take  action. 

The  goal  is  to  create  industry  and  county  specific  sections  of  the  ITDN  by  the  year  2000. 

1 1 .  ITDN  HUB  FACILITY:  ITDN  hub  facilities  at  Bryant  will  be  expanded  to  provide  better 
support  to  the  system's  wide  range  of  partners.  Equipment,  telecommunications,  and  physical 
improvements  will  be  completed  to  enhance  services  to  ITDN  users. 

The  goal  is  to  have  the  interim  facility  fully  operationaJ  by  August  1,  1995. 

12.  CORPORATE  PARTNERS:  Tha  unique  public-private  partnership  created  by  the  ITDN  and 
its  corporate  partners  will  be  increased  with  a  systematic  effort  to  further  ties  with  the  business 
community.  Private  sector  support  validates  and  guides  the  development  and  expansion  of  the 
ITDN  and  this  aggressive  10  year  plan  will  strengthen  this  key  component  of  the  system. 

The  goal  is  to  increase  corporate  partnerships  in  a  substantial  way  during  the  next  several 
years. 
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4332E.LaPalmaAve. 

Anaheim,  California 

92807  USA 

TEL  (71 4)  993-1 707 
FAX  (714)993-1930 
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"Awarded /or 

Excellence  in  Export 

in  the  name  and  by 

the  authority  of  the 

Fresident  of  the 

United  States 

of  America' 


Anaheim  Marketing  International 


To: 


From: 
Date: 


MEMORANDUM 
Phil  EskeUnd    Small  Business  Committee 
U.  S.  House  of  Representatives 
Edward  E.  Chavez 
June  19, 1995 


I  would  like  to  take  a  moment  to  comment  on  the  recent  movement  to  eliminate 
the  U.S.  Department  of  Commerce.  While  I  cannot  vouch  for  the  all  of  the 
sections  and  functions  of  the  DOC,  I  can  comment  on  the  U.S.  and  Foreign 
Commercial  Service. 

During  the  10  years  we  have  operated  in  the  international  arena,  the  DOC* 
US&FCS  has  been  instrumental  In  helping  us  develop  new  international 
markets  as  well  as  introducing  new  products  into  the  new  markets  we  already 
serve. 

I  would  attribute  from  30%  to  50%  of  our  business  to  be  a  resuK  of  some  effort, 
program,  or  assistance  of  the  US&FCS.  For  our  small  company  alone  this 
meant  over  $35,000,000.00  in  business  over  our  10  years. 

Anaheim  Marketing  International  has  15  employees  whose  livelihood  depends 
wholly  on  our  international  sales.  Additionally,  we  have  over  150  employees  at 
our  manufacturing  plant  in  Anaheim.  This  plant  relies  on  the  international  sales 
of  their  products  for  approximately  20%  of  their  gross. 

Additionally,  we  mar1(et  intematienally  products  fbr  seven  different  factories, 
aH  of  which  employ  per«onnel  to  produce  their  goods. 

In  our  view,  the  world  has  evolved  to  the  state  where  the  armament  of  nations 
do  not  include  Just  tanks,  Jets,  and  navies,  but  new  must  Include  corporatleits, 
factories,  and  merchants.  Just  as  the  armies  and  navies  of  this  country  need 
support  to  do  their  Jobs  so  does  the  international  business  sector  of  the  United 
States  need  the  support  of  the  DOC.  Although  we  are  a  firm  believer  in 
companies  performing  the  tasks  that  they  can  and  should  do,  some  funettorts 
remain  that  only  governments  can  perfbrm  in  the  international  arena. 

Put  our  vote  down  tor  keeping  the  U.S.  &  Foreign  Commercial  Service. 

Again,  thank  you  fbr  your  time  and  eonsMeration. 

Sincerely, 


Edw»dE.i 
Pftsiderst 
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June  21.   1995 

Toi  Hon.  Don  Manzullo 

rroBi  Pavid  a.  iMUuf 

Re  I  ITA 

Dear  Congresaaan  Manzullo. 

I  received  a  tax  aessage  froa  Hr.  Fbll  Eskcland  o£  your  office.  Follow^ 
developed  that  your  Co^d^ttee  ttas  Holding  bearings  this  week  on  tbe  future  of 

USDC-ITA. 

USDC-ITA  export  proaotion  and  m^port  actlvirlea  in  ay  experience  over  the  past 
thirty-five  years  have  always  be«i  excellent.  It  has  been  a  tnilsa  th-t  one  does 
not  begin  to  export,  or  even  ooasider  exporciiig.  until  he  has  spoken  with  a  USDC 
Trade  Consultant  and  exaalnad  the  full  resources  of  the  m. 

Those  resources  are  of  on  klndsi  btrnm  and  docuaentaxy.  Of  the  first.  I  can 
state  without  exception  that  the  International  people  in  Chicago,  Rockford, 
DuPage.  and  Maahington  haws  dcaoostrated  outstanding  professional  Isa.  deep 

knowledge  and  understanding  of  Intematloi i   trade  Issues,  and  mastery  of  the 

docuBcntary  resources.  The  people  in  the  field  offices,  froa  the  telephone 
operators  to  the  dlrectors-and  I've  had  personal  contact  with  every  director  of 
the  Chicago  field  office  sine*  i963-have  been  courteous,  helpful,  and 
resourceful.  ITA  doeuaantaUon  is  s^  generis. 

The  ITA  Is  a  valuable,  indeed  ess«)tial.  aeaber  of  the  U.S.  International  Trade 
Team.  One  could  scarcely  laagine  being  without  it.   The  whole  panoply  of 
available  ITA  services  would  need  to  be  provided  by  soae  agency,  public  or 
private,  soaewhere. 

To  be  sure.  It  aay  be  opproprlat*.  probably  css«>cial,  that  the  costs  of  the 
services  provided  by  m  acre  nearly  reflect  their  worth.  I,  for  one,  would  be 
willing  to  pay  the  aarkst  price — no  business  has  a  *ri^t'  to  these  services  as 
a  free  good  or,  aore  accurately,  is  entitled  to  what  is  In  effect  a  subsidy  froa 
his  fellow  taxpayers  In  the  fora  of  'free*  govemtent  services. 

I  think  ITA  should  be  continued  and  st-  jrted  but  with  appropriate  charges  to  the 
users  of  the  services.  Those  services  that  ccapeta  with  privately  available 
services  should  probably  be  eliainated.  This  would  allow  the  ITA  to  concentrate 
Its  efforts  on  laprovlng  the  services  for  which  they  are  the  best  provider. 
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It  Bay  be  ciiat  ITA  should  be  Incorporated  as  a  leading  antlty  In  tti*  U.S. 
DepartBCnt  ot  State.  Many  ot  the  activities  ot  ITA  could  be  enhanced  by 
aBBociatlon  with  State.   Perhaps  there  could  be  created  a  powerful  under 
•«cret4ury  In  State  under  wtion  all  international  trade  activity  ot  the  govemnent 
would  be  subauned.  This  could  eliminate  redundant  tunctlons  m  Treasury, 
Agriculture,  and  other  presently  existing  Cabinet  Departaents,  reducing  costs  and 
still  providlngN^the  essential  services,  to  the  international  busln.ess  coanunlty 
'that  cannot  be  provided  very  iMll  In  the  private  sector.     :' 

Nearly  everyone  supports  the  idea  of  shrinking  government  and  reducing  its  costs. 
But  essential  services  like  the  ITA  should  be  retained,  soaewhere  in  the  U.S. 
government. 

I  wish  you  every  success  in  your  efforts  in  connection  with  ITA.  I  am  somewhat 
sanguine  about  your  activity  in  this  regard,  recalling  our  conversation  over 
lunch  last  yeeu:  at  the  )olnt  Heartland  Institute /Rockford  Institute  meeting  in 
Palatine.   The  connent  In  your  address  that  "govemnent  has  the  power  to  do  a 
certain  thing,  but  not  the  [Constitutional]  authority"  was  certainly  pleasant  to 
hear  and  will  resonate  In  the  Congress  elected  last  November.  One  is  encouraged 
that  you  are  no  longer  among  only  a  few  who  hold  your  views  on  the  proper  role  ot 
Washington  under  our  system  of  limited  government. 


With  every  good 
Sincftrely/^ 


OGU/ms, 
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CUSTOM  MANUFACTURING  (815)  654-9876 

1248  Shappert  Drive  FAX  (815)  654-7705 

Rockfofd.  IL  6 1 1 1 5  1  -800-798-5444 


Jun«   14,    1995 


The  Honorable  Donald  A.  Kanzullo 

Chalman 

Congress  of  che  United  States 

House  of  Representatives 

104ch  Congress 

Connlttee  on  Small  Business 

SubcosDlttee  on  Procurement.  Exports,  and  Business  Opportunities 

B-303  Rayburn  Bouse  Office  Building 

Washington.  DC  20513 

Transmittal  via  Facsimile  to  202-225-8950  /ind  U.S.  Mall 
A  Total  of  14  Pages 

RE:   Letter  Dated  June  12,  1993,  Subcommittee  Meeting  June  20,  1995, 
10:00  a.m..  Room  2339  Rayburn 

Dear  Mr.  Chairman: 

It  is  an  honor,  surprise,  shock,  and  a  pleasure  to  be  invited  to  testify 
before  the  subcommittee  on  procurement,  exports,  and  business  opportunities. 

A  background  on  myself  is  appropriate.   My  name  is  Bernard  H.  Powers,  a 
registered  voter  at  7078  Sentinel  Road,  Rockford,  Illinois.   I  have  a  wife 
and  four  daughters.   I  was  born  in  Illinois  and  have  been  a  resident  of 
Illinois  with  the  exception  of  time  spent  in  the  U.S.  Army.   I  was  bom  In 
November  of  1946.   I  received  B.S.  degrees  in  Marketing  and  Management  from 
Northern  Illinois  University  in  January  of  1973.   I  returned  to  school  while 
working  to  receive  a  HBA  from  Lake  Forest  in  June  of  1982.  Hy  college 
education  was  accomplished  under  the  G.I.  Bill. 

The  working  world  provides  opportunities  for  one  to  experience  heartbreaks 
and  successes.   One  of  these  successes  is  through  a  government  agency  known 
as  the  U.S.  Department  of  Commerce.   I  will,  as  briefly  as  possible,  put  down 
what  experiences  I've  had  and  relate  them  to  what  the  USDOC  provides  for  the 
small  businesses  such  as  the  company  I'm  currently  employed  by.  Custom 
Manufacturing,  Inc.  (CMI).   CMI  is  a  small  business  by  definition  (47 
employees)  and  is  a  manufacturer.   I  have  been  employed  by  CMI  for  a  little 
over  a  year  at  this  point  in  time. 

The  CEO  of  CMI  is  Paul  Beall,  whom  I  worked  with  previous  to  my  employment 
with  CMI.   It  is  he  who  stated  to  me  "let's  get  CMI  involved  with  the 
USDOC  like  you  (Bernard)  did  when  we  were  with  another  company".  With 
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chose  choughte  I  will  approach  this  subject  from  two  directions.   The  first 
Is  wher?  CMI  has  cone  from  1994  to  1995.   The  second  Is  a  success  story  that 
shows  how  everything  should  work. 

Networking 

The  first  step  Is  to  open  your  company  up  to  Che  network  called  U.S. 
Department  of  Conraerce  (USDOC) . 

Last  year  1  went  to  the  Rockford  office  of  USDOC  and  met  with  an  old  friend, 
Mr.  Thomas  DeSeve.   I  signed  CMI  up  as  a  client  looking  to  export  its 
successful  U.S.  products.   A  lot  of  time  was  saved  because  1  did  not  need 
help  in  engineering  or  translations.   What  CHI   needed  was  to  start  using  the 
prograos  and  infomatlon  systems  available  through  the  USDOC. 

The  first  was  to  become  a  member  of  The  World  Trade  Council  of  Northern 
Illinois.   This  is  an  active  group  of  business  people  from  northern  Illinois 
and  southern  Wisconsin  involved  In,  getting  involved  in,  or  supplying  a 
service  to  companies  in  exporting.   The  organized  group  has  activities  aimed 
at  exporting  on  a  isonchly  basis. 

This  month,  on  June  22,  a  dinner  and  presentation  is  taking  place  here  in 
Rockford  at  the  Clif fbreakera  Restaurant.   The  speaker  Is  John  Lockwood,  an 
International  Planning  Specialist.   Appropriately,  the  quote  from  Mr. 
Lockwood  on  my  information  sheet  for  the  meeting  is  provided  here: 

"Business  growth  is  dependent  on  developing  business  in  new 
emerging  markets.   This  means  doing  business  in  different  ways; 
relationship-based  rather  than  channel,  product  or  marketing 
based,  if  you  expect  to  achieve  major  growth." 

Mr .  John  Lockwood 

The  starting  point  is  Networking  with  people  with  diverse  products  and  one 
comnon  goal  .  .  .  Exporting. 

Problems  are  discussed,  leads  exchanged,  questions  answered,  and  experiences 
shared. 

Things  as  simple  as  comparing  container  rates  to  Belgium. 

The  World  Trade  Council  of  Northern  Illinois  was  put  together  by  Trade 
Specialist,  Mr.  Thomas  DeSeve,  USDOC,  when  he  first  was  assigned  to  Rockford. 
It  is  a  self  financed  program  through  the  membership  dues. 

The  next  was  a  delay  of  sorts.  Mr.  DeSeve  retired  and  we  had  a  period  of 
time  before  a  new  Trade  Specialist  moved  to  Rockford  to  occupy  the  USDOC 
office.   That  person  is  Mr.  Mitch  G.  Larsen. 

The  process  of  Networking  continues. 

I  first  met  Mr.  Larsen  and  stated  to  him  it  was  a  great  time  to  come  aboard. 
Through  a  lead  passed  on,  CMI  had  just  completed  a  $32,000.00  sale  to 
Hungary.   A  success  for  the  local  USDOC  office. 
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The  truth  is  success  does  not  usually  come  that  fast  or  easy.   This  one  did. 

Mr.  Larsen  and  myself  went  through  the  programs  that  we  were  interested  In 
and  I  also  prepared  his  with  Information  on  CHI  for  a  Trade  Mission  he  would 
be  making  to  Sweden. 

Mr.  Larsen  did  make  the  Trade  Mission  and  leads  are  being  followed  up. 

Wc  also  discussed  the  Coomerclal  Kcws  USA  In  which  CMI  will  participate  when 
the  Issue  Is  appropriate  for  products  In  our  category.   This  Is  a  valuable 
tool  with  a  12  month  shelf  life  at  every  USDOC  office  throughout  the  world. 

We  also  discussed  catalog  shows  as  well  ac  product/catalog  shows. 

To  look  at  what  Is  produced,  let's  start  with  Sweden.  Mr.  Larsen  mat  Mr. 
Cunnar  Nelson,  a  trainee  for  the  USDOC.  Mr.  Nelson  is  In  Stockholm  for  the 
summer.   He  will  return  In  the  fall  to  finish  his  senior  year  of  college, 
then  will  work  for  the  USDOC. 

Through  Mr.  Larsen's  office,  CMI  was  recommended  to  be  a  client  for  Kr. 
Nelson  to  concentrate  on  this  summer.  Mr.  Nelson  was  trained  on  our  products 
here  in  Rockford.   Using  the  USDOC's  data  bank,  he  had  a  start  on  potential 
retailers  and/or  distributors  to  call  on.   On  June  8,  he  was  sent  a  facsimile 
with  approximately  100  leads  on  a  Hat  received  by  CMI  from  the  NSGA 
(National  Sporting  Goods  Association).  A  copy  of  the  cover  letter  sent  to 
Mr.  Nelson  Is  attached. 

It's  a  two  way  street.   As  Mr.  Nelson  qualifies  or  verifies  these  leads  as 
sporting  good  companies,  their  information  trill  be  placed  in  the  USDOC's  data 
bank.   Some  or  none  may  be  viable  for  CMl's  products,  yet  they  may  be  a  good 
lead  for  another  company  trying  to  export  fishing  rods. 

Another  letter  to  Mr.  Nelson  is  attached  dated  June  14,  1995  with  two 
European  leads.   One  is  in  Sweden;  another  In  the  U.K.  The  letter  Is  self 
explanatory;  these  leads  were  from  the  USDOC  office  in  Singapore. 

Singapore  and  how  we  got  there  -  Mr.  Larsen  suggested  that  one  of  the  shows 
CMI  was  Interested  In  was  the  Asian  International  Gift  Fair,  and  he  would  see 
which  office  of  the  USDOC  would  be  working  the  fair. 

Hence,  my  phone  and  facsimile  introduction  to  Martha  Murphy,  Trade 
Specialist  USDOC,  San  Francisco.   She  was  made  abreast  of  CMI's  products,  and 
samples  and  brochures  were  sent  for  Ms.  Murphy  to  show  for  CMI,  as  well  as 
other  U.S.  firms  at  the  Asian  International  Gift  Fair. 

Ms.  Murphy  left  for  Asia  and  talked  with  Mr.  Richard  S.  Kanter,  Conoerclal 
Counsel,  U.S.  &  Foreign  Commercial  Services,  Osaka,  Japan.  A  letter  from  Mr. 
Kanter  dated  May  IS,  1995  with  two  attachments  is  attached.  The  letter 
regarding  the  U.S.  Sporting  Goods  Fair  In  Tokyo  is  self  explanatory.   Page 
three  of  the  letter  under  "Services  and  Promotion  Support"  states  it  all: 
Promotion,  media,  direct  mailing,  telephone  campaign,  briefing,  credit 
Information,  interpreter,  shipping  and  hotel  discounts. 
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One  Item  alone  stands  out.   An  Interpreter  in  Tokyo  would  run  ue  between 
$1200.00  and  $2300.00  per  day  If  contracted  on  our  own.  I   know.   I  have  had 
to  do  It  before. 

Network  -  -  Network  -  -  Network! 

Ms.  Murphy  did  do  the  fair  and  a  follow  up  on  leads  was  mailed  to  CMI  on  May 
23,  1995.   Those  cane  from  Ms.  Tong  Mee  Mien,  Commercial  Specialist,  USDOC, 
Singapore.   Those  leads  are  being  followed  up  on  at  this  time. 

Ms.  Murphy  left  Singapore  to  go  to  Indonesia.   She  has  not  returned  yet  to 
the  U.S. 

The  bottom  line  Is  for  a  sale  to  take  place  it  takes  a  willing  seller  and  a 
willing  buyer;  all  other  things  can  be  worked  out.   The  USDOC 's  programs 
provide  the  starting  point  and  build  a  network  to  identify  those  buyers  to 
U.S.  firms.   They  are  then  sorted  to  find  the  companies  defined  as  willing 
buyers. 

It  starts  with  leads  and  networking.   Results  are  generated  by  leads  being 
following  up  on,  qualified,  and  even  basic  credit  checks  that  the  USDOC  can 
and  does  assist  in. 


This  goes  back  to  another  company  and  how  a  scope  of  a  12  month  period  lad  to 
a  real  success  story  beginning  in  mid  1986. 

We  participated  in  a  catalog  show  in  France.   The  leads  from  French  Sporting 
Goods  retailers/distributors  were  turned  over  from  the  USDOC.   Initial 
letters  were  sent  to  solidify  the  inquiries  as  to  serious  or  not  serious. 
The  Initial  correspondence  left  open  questions  to  be  answered.   The  group  was 
cut  in  half.   The  second  set  of  correspondence  looked  for  basic  market  plane 
or  philosophies  as  well  as  related  products  being  handled.   This  narrowed  the 
field  down  to  four  potential  distributors  for  France. 

The  French  office  of  the  USDOC  then  did  some  background  checks  and 
reconmended  that  two  of  the  companies  were  heads  above  the  other  two.   Than, 
in  correspondence  with  me,  meetings,  translators,  meeting  rooms  (U.S.  Embassy 
in  Paris)  were  arranged  through  the  USDOC.  The  meetings  were  two  days  in 
Paris,  the  first  with  a  separate  meeting  with  both  companies.   The  second 
meeting  was  with  SODHA  from  Normandy,  France.   I  returned  to  the  U.S.  with  an 
initial  purchase  agreement  for  $230,000.00  in  products  and  a  commitment 
through  1987  for  $1,000,000.00  In  purchases. 

In  retrospect,  all  did  not  go  as  well  as  anticipated  in  1987  because  SODMA 
only  used  around  $600,000.00  In  products.   However,  1988  sales  to  SODMA 
topped  3.5  million. 

It  started  with  the  network  and  ended  in  a   long  term  relationship  beneficial 
to  both  companies. 
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An  article  fron  Bmlntsa  Aatrlca,  July  20,  1987,  pages  6  and  7  give  a  lot  of 
companies  success  vlch  the  assistance  of  the  USDOC.   This  conpany  went  from  7 
million  In  sales  in  1983  to  24  nllllon  In  1988.   But  more  significant,  from 
less  than  IZ  export  sales  In  198S  to  over  9.6  million  In  export  sales  in 
1988. 

Problem  Solving 

There  are  problems  the  USDOC  can  and  can  not  resolve.   That  is  not  to  say 
they  do  not  try.  There  are  a  couple  that  cooe  to  mind. 

Mr.  DeSevc  asked  ae  to  go  to  lunch  with  a  young  man  from  Nashville,  Tennessee 
one  day  in  Rockford.  Mr.  DeSeve  explained  to  me  that  he  felc  this  person  was 
on  a  path  that  would  lead  to  a  bitter  end.   This  person  had  a  patent  on  a 
ping  pong  practice  machine.  The  machine  worked  much  like  a  machine  that 
serves  tennis  balls  to  a  player  to  hit  back.   He  had  been  negotiating  with  a 
Rockford  company  to  manufacture  the  product  for  him  when  catalog  show 
inquiries  came  In  from  Taiwan.   They  were  not  interested  in  purchasing  the 
product,  but  manufacturing  it. 

I  warned  bin  of  the  dangers. 

That  February,  in  the  new  product  area  of  the  Super  Show,  1  ran  into  this 
young  man  at  his  booth.  He  was  downtrodden.   The  reason  was  there  were  five 
companies  from  Taiwan  at  the  show  showing  his  product  with  wholesale  prices 
cheaper  than  his  manufacturing  cost. 

He  was  able  to  go  through  the  formal  procedure  with  the  USDOC  complaining 
that  his  patents  were  being  violated  causing  a  loss  in  American  Jobs.  That 
did  stop  the  imports  into  the  U.S.  but  did  not  save  his  company.  Hla  markets 
were  defined  overseas  where  ping  pong  is  more  prevalent  and  competitive. 

CMI  has  much  the  same  going  on  with  three  former  employees  hooking  up  with  a 
partner  in  Singapore  to  manufacture  our  product  cheaper.  Ve  are  currently 
scheduled  for  a  Federal  Court  hearing  and,  with  an  injunction,  will  stop  It 
fron  happening  with  this  group.  Ue  will  then  file  a  formal  complaint  through 
the  USDOC  to  prevent  the  Singapore  group  from  finding  another  group  to  work 
with  in  the  U.S.  Again,  we  have  worked  with  the  local  USDOC  representative, 
Mr.  Hitch  Larsen,  to  obtain  the  proper  forms  to  fill  out.   These  would  be 
filed  through  the  USDOC,  Office  of  Petitions,  Ms.  Karen  Creasy. 

I  trust  that  this  document  will  show  that  the  USDOC  does  work  and  is  used. 
The  World  Trade  Council  of  Northern  Illinois  has  many  members  that  can 
explain  as  well  as  relate  events  that  all  start  with  the  networking,  and  data 
sources  provided  by  our  local  office  at  the  USDOC. 
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I  personally  thank  you  for  the  time,  consideration  and  the  opportunity  to  let 
members  of  the  subconmittee  know  what  a  small  businesoman  In  mid-Aoerica  has 
experienced  with  the  USDOC .   I  an  flattered  at  the  opportunity. 


Regards 


pemard  M.   rovers 
V.F.   Marketing 


BMP:Jln 
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CUSTOM  MANUFACTURING  (815)654-9876 

1 248  Shappen  Drive  FAX  (81 5)  654-7705 

Rockford.  IL  611 1 5  1  -800-798-5444 


June  8,    1995 


Mr.  Cunnar  Nelson 

Aacrlcan  Embassy 

U.S.  and  Foreign  Coaaerclal  Service 

StockholB 

racalalle  to  011-46-8-660-9181  -  A  total  of  11  pages 

Dear  Gunnar: 

Following  Is  a  list  of  potential  leads  from  all  over  Europe.  All 
we  have  Is  addresses.  Sooe  have  people's  names.  At  least  It's  a 
starting  point.   I  will  mall  brochures  to  a  lot  of  these 
potentials. 

Pro  Challenger  brochures  are  being  mailed  today.  New  brochures 
will  be  sent  as  soon  as  we  receive  them  from  the  printer. 


Regards , 


Bernard  M.  Powers 
V.P.  Marketing 


BMPtjlm 
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CUSTOM  MANUFACTURING 

1248  Shappert  Drive 
Rockford.  IL  61115 


(815)  654-98 

FAX  (815)  654-77 

1-800-798-54 


Juna   U,    1995 


Mr.   Gunnar  Nelson 

Aaarlcan  Embasay 

U.S.   and  Foralgn  Conerelal  Service 

Stockhola 

Faealaile  to  0U-46-8-660-91B1 

Dear  Cunnar: 

The  recant  Gift  Fair  In  Singapore  yielded  some  Inquiries  from  other  parts  of 
the  world. 

The  following  were  from  Europe; 

Jaan  Ingle.  President 

Jaan  Ingle  AB 

Box  6084  S-18306  Taby 

Sweden 

Mallsl.7.  Amlnge  Industrial  City 

46-8-630-01-40 

Fax:   46-8-630-06-05 

Mike  Strul,  Director 

Advantage  Associates  UK  LTD. 

Units  2/3  Sedgley  Park  Trading  Estate 

Prcstwlch.  Hanchester  M2S  9WD 

0161-798-5700 

Fax:  0161-773-1717 

The  one  should  be  pretty  close. 

The  transparencies  went  to  the  printer  today.   They  say  they  will  have  the 
brochures  in  10  days. 


BMPljlm 

cc:   Tong  Mee  Mien,  U.S.  Department  of  Commerce.  One  Colombo  Court  #05-16. 
Singapore  0617 
Martha  Murphy,  San  Francisco  District  Office 
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CONSULATE  GENERAL  OF  THE 
UNITED  STATES  OF  AMERICA 
OMka-Kobe 

U.S.  A  For«i{0  Commercial  Service 

Unit  4S004.  Box  239,  APO  AP  96337S004 

(2-n-3,  NltUteanu,  Klu-ku,  Osalca,  330) 

Phone:  +81-6-315-5957.  Fax:  -t-81-6-315-5963 


May  15,  1995 

Re:  U.S.  Sporting  Goods  Fair  ia  Tokyo  (September  12  •  14, 1995) 

Deer  Americas  Spotting  Goods  Compaay: 

The  U.S.  &  Foreign  Commercial  Service,  Otaka-Kobe  and  the  U.S.  Trade  Center  of  the  U.S.  Embatay 
in  Tokyo  are  pleased  to  anixmoce  that  the  second  U.S.  Spotting  Goods  Fair  will  be  held  in  Tolcyo, 
September  12  •  14,  1995.   We  hope  that  you  will  consider  participaiiog  in  this  year's  Fair. 

Sporting  goods  imports  from  the  United  States  totalled  59  billion  yen  (USS576  million)  is  1994.  The 
United  States  Is  the  third  largest  exporting  country,  and  its  share  of  the  total  import  market  was  almost 
15%.   U.S.  sporting  goods  companies  compete  very  effectively  against  companies  from  Europe  and  South 
East  Asia  because  of  the  hi^  quality  and  established  brand  names  of  d>ar  Americas  products.    The 
currem  rapid  appreciation  of  the  Japanese  yea  makes  U.S.  sporting  goods  even  more  attractive,  and  we 
believe  that  there  is  good  potential  for  high  quality  U.S.  products.   There  are  almost  no  tariffs,  import 
quotas  or  regulations  in  the  Japanese  sporting  goods  market  that  hamper  imports  frx>m  the  United  States. 
For  American  companies  diat  are  not  yet  considering  their  own  operations  is  Japan,  one  difBcult  but 
importast  step  for  market  eatty  is  finding  a  good  partner  who  has  experience  in  and  ksowledge  of  die 
Japasese  distribution  system,  and  who  is  alto  capable  of  providisg  information  on  Japanese  ead-usen. 

The  flm  U.S.  Sporting  Goods  Fair  1994  took  place  at  the  U.S.  Trade  Center  June  22  •  24,  1994. 
Seventeen  U.S.  spotting  goods  companies  and  Japanese  agents  for  U.S.  companies  participated  is  the 
fair,  and  1,538  Japanese  sporting  goods  importers,  wholesalers  and  retail  stores  visited  the  fiii.   The 
panicipaats  obtained  296  sales  leads,  signed  1 1  agent  agreements,  and  generated  immediate  sales  of 
US$2B,S00.   The  fair  schedule  included  a  briefisg  on  the  Japanese  sporting  goods  market  and  Japanese 
business  practices  and  retail  store  visits.   All  paitidpanls  were  satisfied  with  these  events.  We  believe 
that  the  success  of  the  U.S.  Sporting  Goods  Fair  1994  confirms  our  assessment  of  the  good  potential  for 
Americas  sporting  goods  in  Japan,  and  for  a  succetsftil  Cur  this  year. 

If  you  are  iaterested  in  entering  the  Japanese  market  for  the  first  time,  or  if  you  are  looking  for  an 
opportunity  to  ftuther  your  deveiopmest  in  the  Japanese  market,  please  fill  is  tt>e  attached  reply  form  aad 
send  it  to  us  now.   The  eompiele  details  on  how  to  participate  in  the  Fair  are  enclosed.  The  sigiHip 
dfdHna  for  die  exhibitioa  is  fane  30.  1995  aad  vw  have  space  only  for  a  select  group  of  20  U.S.  fliais. 
We  therefor*  eiwouiage  you  to  reserve  space  now. 

We  look  forward  to  heario|  from  you. 

Sincerely, 


Kichard  8.  Kaater 
Coamareial  Coesul 
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U.S.  SPORTING  GOODS  FAIR  '95 

ORGANIZED  BY  THE  U.S.  AND  FOREIGN  COMMERCIAL  SERVICE  OF  THE 
U.S.  DEPARTMENT  OF  COMMERCE 

DATES:  September  12  - 14,  1995 

LOCATION:     U.S.  Trade  Center,  Tokyo 

The  U.S.  Trade  Center  is  operated  by  the  Conunerdal  Service  of  the  U.S. 
Department  of  Commerce,  and  is  located  on  the  seventh  floor  of  the  Worid 
Import  Mart  in  Tokyo's  Ikd)ukuro  shopping  district 

APPUCATION 
DEADLINE:    June  30,  1995 

HOW  TO 

APPLY:  Interested  companies  should  fax  US&FCS  Osaka  using  the  attadied  ''Rq>ly 

Form*  as  soon  as  possible. 

OmCIAL  SUTTORT 

Official  support  for  the  U.S.  Sporting  Goods  Fair  '95  is  expected  from: 

■  Manufactured  Imports  Promotion  Organization  (MIPRO);  Co-organizer 

■  Association  of  Japan  Sporting  Goods  Industries 

■  National  Federation  of  All- Japan  Sporting  Goods  Wholesalers  Association 

■  National  Federation  of  All- Japan  Sporting  Goods  Retailers 

rRQPVCTS  TO  BR  RTnTTBITEP 

All  kinds  of  Sporting  Goods  and  Sportswear 

(All  products  must  be  marketed  under  the  name  of  a  U.S.  firm  and  have  U.S.  content 

rq>resenting  at  least  51  percent  of  the  value  of  the  finished  goods.) 

TARGETED  VISITORS 

Specially  targeted  audience  including  importers,  wholesalers,  retailers,  manufacturers, 
agents,  etc. 

SEMSiASS 

Leading  experts  from  both  the  United  States  and  Japan  will  cover  current  situation  and  future 
trends  in  the  Sporting  Goods  market  in  the  United  States  and  J^an. 
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SCHEDULE  OF  EVENT  r«iiblect  to  changed 

September  11  (Mon)  Exhibitors'  briefing 

Set-up/decoration  of  exhibit  merchandise 
Sq>tBmber  12  (Tue)   Opening  ceremony 

Show  opens  to  trade  visitors  (10:00  AM  to  5:00  PM) 
September  13  (Wed)  Show  opens  to  trade  visitors  (10:00  AM  lo  5:00  PM) 
S^tember  14  (Thu)  Show  opens  to  trade  visiton  (10:00  AM  to  5:00  PM) 

Removal  of  exhibit  merchandise 

SKRVTCES  AND  PROMOTIONAL  SUPPORT 

■  An  extensive  promotion  campaign  including  media  publicity,  advertisements,  direct 
mailing  and  teIq>hone  campaign,  to  generate  maximum  market  interest  in  your  products 

■  Expert  briefing  on  the  economy,  mztket  requirements  and  business  practices  of  Japan. 

■  Assistance  in  obtaining  credit  information  on  potential  buyers,  agents  and  distributors. 

■  One  interpreter  assigned  to  each  booth  during  the  three-day  show  on  request. 

■  Logistical  support  including  advise  on  shipment  of  your  products. 

■  Embassy  discount  rate  with  major  hotels  in  Tokyo. 

SYSTEM  BOOTH  PACKAGE 

■  Booth  Size:  3  (D)  x  4  (W)  x  2.4  (H)  meter 

■  Walls:  Unit  panel  (White) 

■  Name  Board:  Company  name  in  English  and  Japanese 

■  Floor:  Fully  carpeted  (grey) 

■  Furniture:  1  Reception  table  (900mm  x  5(X)mm) 

1  Display  table  (1,200mm  x  500mm) 

1  Round  table  (900mm  diameter) 

3  Chairs 

1  Qothing  rack  (950mm  x  950-170mm) 

*  Additional  furniture  is  available  at  exhibitors'  expense. 

■  Lighting:  3  Spotlights 

■  Electrical:  1  Outlet 

PARTICIPATION  FEE      $2,800  per  booth 

For  more  (/{formation  and  an  apptteation  form,  return  the  attached  reply  form  to: 

Fax:  011-81-6-315-5963  Tel:  011-81-6-315-5957 

APQ  Mail  (from  U.S.  onlv^  International  Mail  or  Air  Courier 

US&FCS  OSAKA  US&FCS  OSAKA 

American  Consulate  General  American  Consulate  General 

Unit  45004,  Box  239  2-11-5,  Nishitenma 

APO  AP  96337-5004  Kita-ku,  Osaka,  530,  Japan 
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FOREIGN  COMMERCIAL  8EBVICB 

On*  Colombo  Court  tOS-IS 
8inc«por«  0617. 
T«l  :  (66)3389722 
'        '-  Pax :  (66)  9380010 


May  23.  1995 

Mr.  Bernard  M.  Powers 
CUSTOM  MANUFACTURING,  INC. 
1248  Shappert  Drive 
RoclcfordJL  61115 

Dear  Mr.  Powers: 

CONTACTS  FROM  ASIAN  INTERNATIONAL  GIFT  FAIR  •  MAY  2-6  1995 

The  Asian  International  Gift  Fair  1995  was  very  successful  for  all  exhibitors.  The 
United  States  Pavilion  attracted  many  visitors,  both  local  and  foreign,  arul  we  had 
several  enquiries  about  your  products  which  were  very  well-received. 

Several  visitors  registered  their  interest  and  we  enclosed  those  forms  which  pertain 
to  your  company.  Please  follow  up  imnrtediately  with  the  serious  leads  which  are 
indicated  on  the  form  as  they  are  keen  to  either  buy  directly  from  your  company  or 
discuss  representation  with  you. 

We  are  keeping  a  record  of  "success  stories"  and  would  appreciate  if  you  could 
kindly  Inform  us  when  you  have  concluded  successful  deals  from  this  show.  We 
enclose  a  "success  story"  form  for  you  to  Inform  us  of  any  successful  deals. 

Thank  you  once  again  for  your  participation  at  this  year's  show.  We  took  forward 
to  seeing  you  at  next  year's  show  as  this  Is  an  excellent  oppportunity  to  build  up 
your  presence  in  Singapore  and  the  Asia  Pacific  region. 

We  wish  you  every  success. 

Sincerely, 


Tong  Mee  Mien  (Ms) 
Commercial  Specialist 

Enclosures 

cc  Martha  Murphy,  San  Francisco  District  Office 
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Exporting  Pays  Off 


continued 


The  com- 
pany ex- 
pects its 
officials  to 
develop  ca- 
maraderie 
with  foreign 
clients. 


For  companies  inter- 
ested in  venturing 
into  the  world  of  ex- 
porting, Bernard  M. 
Powers.  Director  of  Sales 
and  Marketing  for  Arach- 
nid Inc.,  advocates  the  for- 
mation of  close  relation- 
ships between  the  home 
company  and  its  foreign  clients.  He  also  recom- 
mends a  good  supply  of  patience  for  the  difficult 
stan-up  period. 

Arachnid  Inc..  based  in  Rockford.  III.,  makes 
the  electronic,  coin-operated  dan  games  fre- 
quently found  in  bars  and  pubs.  The  company 
has  enjoyed  success  in  exponing  since  1985 
when  it  began  its  export  operations.  However, 
the  company  has  had  its  share  of  frustrations. 

At  the  outset.  Arachnid  took  the  logical  step  of 
attempting  to  export  the  dart  game  to  England,  a 
country  noted  for  its  love  of  darts.  But  it  did  not 
stir  up  much  interest;  perhaps  the  old-fashioned 
way  of  playing  was  too  ingrained  in  the  English 


for  the  modernized  format  to  take  hold.  Even- 
tually the  company  had  to  withdraw  from  the 
market  and  focus  its  effort  elsewhere.  Spurred  on 
by  a  faith  in  its  product  and  the  knowledge  that 
the  game  has  fared  well  in  the  United  States, 
where  no  tradition  of  darts  exists.  Arachnid  in- 
creased its  European  contacts,  and  they  have  led 
to  sales  in  several  countries.  The  company  also 
exports  to  Japan. 

The  company's  emphasis  on  developing  close 
personal  ties  with  its  business  contacts  is  some- 
thing Powers  believer  vital  for  successful  expon- 
ing. The  company  expects  its  ofricials  to  spend 
much  of  their  time  in  the  foreign  eountiie*  to  in- 
crease camaraderie  with  clients  and  to  narrow 
cultural  differences. 

Powers  gives  credit  to  the  U.S.  Department  of 
Commerce  for  helping  his  company  get  started 
overseas;  he  wishes  he  had  discovered  the  De- 
panment"s  export  services  earlier.  He  cites  the 
[Jepartment's  marketing  research  as  particularly 
useful.  "It's  a  crime  most  people  don't  realize 
that  they  have  this  service  available  to  them,"  be 


Arachnid. 
Inc  .  of  Rock- 
ford. Ill  .  IS  find- 
ma  a  market  for 
in  ilecironic. 
coiiioperaied 
dan  iiames  in 
Europe. 

BuiincM  Amthci,  July  20, 1967 

said.  Powers  believes  the  Commerce  Depart- 
ment's advice  on  the  financial  standing  and  over- 
all reliability  of  potential  clients  is  a  service  any 
company  involved  in  exporting  cannot  afford  to 
pass  up. 

Arachnid  hopes  to  gain  new  customers 
through  upcoming  trade  shows.  The  company 


in  France  and  the  Jama  show  in  Japan. 

Since  1985,  Arachnid  has  increased  produc- 
tion by  30  percent  and  now  expons  40  percent  of 
its  output.  Arachnid,  so  named  because  the  dan 
board  resembles  a  spider,  expects  to  expand  its 
export  line  and  to  sell  in  additional  countries.  It 
hopes  to  move  soon  into  the  Korean  and  Dutch 
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June  21,  1995 


Mr.  Donald  A.  Manzullo,  Chainnan 
House  of  Representatives 
COMMITTEE  ON  SMALL  BUSINESS 
Subcommittee  on  Procurement,  Exports, 
and  Business  Opportunities 
B-303  Raybum  House  OfiBce  Building 
Washington,  DC  20515 

Dear  Mr.  Manzullo: 

My  name  is  J.W.  Kisling  and  I  am  the  Chainnan  and  CEO  of  the  Multiplex  Company  of  St.  Louis, 
Missouri.  Multiplex  manu&ctures  beverage  dispensing  equipment  for  the  foodservice  industry. 
Thirty-five  percent  of  our  S27  million  in  sales  is  exported  to  75  countries.  We  have  had  a  small 
factory  in  west  Germany  for  the  past  16  years  and  have  ofQces  in  Lyon,  France;  Mandiester, 
England;  Toronto,  Canada  and  this  past  year  opened  an  ofiBce  in  Kuala  Lumpur,  Malaysia.  Over 
95  percent  of  the  components  of  our  equipment  are  of  U.S.  origin. 

I  have  been  working  in  our  fourth  generation  &mily  business  since  the  mid  '50s.  When  I  joined 
the  Company,  we  had  less  than  60  employees.  We  readied  a  high  of  over  1,000  in  the  late  '60s. 
In  the  late  'SOs,  we  deviated  fi'om  our  ori^nal  boiler  room  equipment  and  dectric  fens  to  begin 
manu&cturing  metal  components  for  ammunition  When  n^  &ther  died  in  1969,  our  Company 
was  99.4  percent  prime  U.S.  defense  contracts. 

Recognizing  that  the  Vietnam  War  was  going  to  come  to  a  conchision  shortly,  we  embarked  upon 
an  aggressive  diversification  program.  We  began  exporting  our  ammunition  components  to 
foreign  countries  and  in  1970,  bought  the  Multiplex  Company,  which  was  on  the  verge  of 
bankruptcy,  for  $50,000. 

During  the  mid  '70s,  that  15  percent  of  eq>ort  sales  kept  the  doors  open  at  our  Company.  In  the 
late  '70s,  we  had  the  opportunity  to  b^jn  shipping  to  Pakistaa  Everyone  in  our  little  midwest 
company  was  afitud  of  doing  the  deal,  except  for  me.  I  had  taught  Pakistani  ofiScers  in  the  Amiy 
and  I  had  been  impressed  with  the  quality  of  the  men  I  met. 

I  contacted  Sandy  Geriey  of  the  U.S.  Commerce  Department  ofBce  in  St.  Louis  and  found  out 
that  there  were  qiedalists  in  Washington  on  Pakistan.  I  went  to  Washington  and  I  met  two 
people  who  knew  everything  and  anything  that  I  would  ever  want  to  know  about  PakistaiL  That 
afternoon,  they  made  an  appointment  for  me  to  visit  the  Pakistan  Embassy.  The  Pakistan 


Multiplex  Company,  Inc.  •  250  Old  Ballwin  Road  •  St.  Louis,  MO  63021-4834  •  FAX  314/527-4313 
Phone:  Operator  (314)  256-77T7      Direct  Dial  (314)  256-9797 
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Embassy  put  me  in  touch  with  the  Bank  of  Pakistaa    The  Letters  of  Credit  were  cut  and  we 
began  to  ^p.  It  was  a  very  successful  business  arrangement.  You  see,  we  were  supplying  anti- 
tank ammunition  to  Pakistan  who'e  it  was  loaded  and  carried  across  the  border  to  Afghanistan. 
That  business  venture  went  very  well  although  I  received  a  less  than  enthusiastic  welcome  when  I 
visited  Moscow  in  1990  to  open  up  the  first  McDonald's  restaurant. 

Over  the  next  IS  years,  we  struggled  «Mifh  our  international  sales  ahd  maintained  that  plateau  of 
about  IS  percent  of  total  sales.  In  1976.  our  nation's  bicentennial  year,  I  took  my  &mily  along 
with  me  on  a  business  trip  to  Europe.  As  I  worked  my  way  across  Europe,  fi'om  Brussels  to 
Rome  and  fi'om  Paris  to  Vieniu,  I  emphmaveiA  to  my  four  children  bow  people  in  the  United 
States,  made  more  money  than  people  they  had  met  in  Europe  with  similar  occupations.  On 
Thanksgiving  weekend  of  that  very  year,  my  son  brought  me  the  Sunday  newspaper  with  the 
neadlines  that  the  United  States  had  slipped  to  number  two  in  terms  of  standard  of  living.  That 
decline  continued  for  the  next  decade. 

In  the  early  '80s,  I  was  elected  to  the  Board  of  Directors  of  the  National  Association  of 
Manu&cturers— a  time  when  the  naysayers  and  prophets  of  doom  were  projecting  the  demise  of 
the  smoke  stack  economy  in  the  United  States.  In  198S,  we  sold  the  ammunition  business,  but 
kept  Multiplex.  I  became  a  small  businessmaa 

About  this  time,  the  reiudssance  in  American  manufacturing  began;  exchange  rates  shifted  in  our 
favor  and  I  began  traveling  the  country,  campaigning  for  small  businesses  to  begin  or  expand  thdr 
exports.  I  was  elected  Vice  Chairman  of  the  National  Association  of  Manu&cturers,  responsible 
for  their  9,000  small  manu&cturers  and  became  the  only  non-Fortune  SOO  member  of  NAM'S 
Executive  Committee. 

I  served  on  the  International  Committee  of  the  NAM  and  became  Chairman  of  the  International 
Committee  of  Multiplex's  trade  association,  the  North  American  Food  Equipment  Manufacturers. 
After  many  months  as  Chairman  of  the  NAFEM  International  Committee,  we  developed  what  we 
feh  wen  the  10  steps  on  how  to  begin  to  export. 

Small  businesses  don't  have  much  money,  so  the  first  four  steps  could  be  done  without  q)ending 
any  money.  The  fourth  step  was  after  you  decide  where  you  want  to  export,  go  to  the  U.S. 
Department  of  Commerce  and  gather  all  the  information  you  can  on  your  target  market.  The  10th 
step  was  don't  be  in  a  huny— nothing  happens  quickly  in  exporting.  That  is  because  there  are  so 
many  different  countries  with  so  many  different  cultures  that  you  can  export  to,  and  there  is  an 
infinite  number  of  products  to  be  exported  and  different  ways  of  exporting  different  products  to 
different  countries. 
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The  major  problem  in  the  United  States  in  exporting  has  been  that  until  this  last  decade,  there  has 
never  been  a  realization  or  a  need  for  America  to  be  a  global  country.  People  today,  however, 
realize  that  they  are  competing  with  their  jobs  and  their  talents  in  a  global  economy. 

In  the  early  '90s,  the  NAM  adopted  a  slogan  that  "we  are  looking  for  a  government  that  is  our 
partner".  We  recognize  that  our  competitors  in  the  world  markets  were  assisted  by  their 
governments. 

Today,  the  major  problem  in  the  United  States  is  stiU  that  our  exporting  efforts  are  fragmented.  I 
am  told  that  there  are  97  federal  agencies  faivoh^  in  providing  export  assistance.  There  are 
probably  that  number  of  names  in  the  St  Louis  telephone  book  of  people  promoting  themselves 
as  being  e9q)erts  in  exports.  I  maintain  that  you  are  not  an  expert  on  exporting  unless  you  have 
spent  SO  percent  of  your  time  outside  of  the  United  States  or  have  IS  percent  of  your  net  worth 
invested  outside  the  United  States. 

The  reason  I  have  described  the  exporting  industry  in  the  United  States— its  magnitin<f  its 
complexities,  etc.,  is  to  demonstrate  why  it  takes  a  huge  organization  to  develop  the  resources 
and  data  base  to  answer  the  questions  arising  from  exporting. 

Only  in  this  last  decade  have  I  seen  a  positive  change  in  the  momentum  of  our  economic  fiiture. 
Exports  are  creating  thousands  of  jobs  because  America  can  compete.  I  hope  that  my  children 
and  grandchildren  will  have  the  opportumty  to  share  that  same  standard  of  living  that  my  wife  and 
I  have  eqoyed. 

When  I  began  my  speeches  on  exporting,  I  would  ask  for  a  show  of  bands  of  how  many  people 
were  interested  in  exporting  and  I  would  typically  get  about  IS  percent.  Now  I  ask  for  a  show  of 
hands  of  those  not  interested  in  exporting  and  I  get  about  IS  percent. 

Over  this  past  decade,  I  have  also  had  die  (^portunity  to  be  exposed  to  an  enduring  and 
successfiil  public/private  partnership;  the  type  of  partnership  that  the  NAM  is  proposing.  The 
partnership  I  am  referring  to  is  the  partnership  of  the  District  Export  Councils.  Eighteen  hundred 
men  and  women  chosen  over  many  years  for  their  oqiertise,  most  of  them  have  won  the  E  or  E 
Star  Award  for  excellence  in  exporting,  vohmteering  their  time  at  their  total  expense  to  assist 
small  companies  in  exporting.  I  know  fiT>m  my  own  experiences  as  the  Chairman  of  the  Missouri 
District  Council  that  more  than  9S  percent  of  the  DEC'S  efforts  are  for  small  con^anies,  Le.,  less 
than  SOO  employees.  I  am  fiirther  told  diat  over  90  percent  of  the  efforts  of  the  U.S.  Department 
of  Conomerce  esqwrt  activities  are  for  small  businesses.  You  see,  most  large  companies  don't 
need  Commerce  Department  assistance  because  they  have  their  own  export  departments. 
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In  the  late  '80s,  the  American  people  were  screaming  for  tax  reform  They  got  tax  reform-the 
worst  piece  of  tax  legislation  ever  written  in  the  history  of  our  country.  Now  I  bear  people 
screaming  for  a  balanced  budget  and  some  young  legislators  are  trying  to  eat  the  whole  elephant 
at  one  sitting.  I  must  admit,  however,  that  the  program  for  the  combtnatiun  of  the  Ex  Im  Bank, 
the  SBA  and  the  Commerce  Department  into  one-stop  Export  Assistance  Centers  is  a  significant 
beginning  to  climinatft  the  fiigmentation  of  our  eqwrting  efforts  in  the  United  States.  Those 
types  of  plans  that  preserve  export  programs  that  woric  are  the  answer. 

We  are  &cing  perhaps  the  most  critical  trade  problems  in  our  nation's  history.  Nationalism  and 
protectionism  has  become  rampant  in  fortress  Europe.  We  are  on  the  verge  of  a  trade  war  with 
Japan.  We  can't  blink.  Damaging  some  of  these  successAil  programs  that  help  small  business 
would  be  a  clear  case  by  the  legislature  of  discrimination  against  small  business.  It  would  also  be 
an  economic  disaster  that  could  set  us  back  a  decade  in  our  efforts. 

Remember  also  that  small  businesses  do  not  export  jobs  like  multi-nationals.  A  small  business  has 
a  different  definition  of  fi'ee  trade  and  &re  trade.  The  fiistest  growing  segment  of  our  nation's 
export  program  is  the  growth  in  exports  by  small  business. 

I  am  only  sorry  that  I  was  imable  to  give  you  my  message  personally.  Two  weeks  ago  I  was  in 
Washington  on  my  own  time  and  at  my  own  expense,  attending  an  ISAC  14  meeting.  ISAC  14  is 
the  only  Industry  Sector  Advisory  Committee  for  small  and  minority  owned  businesses.  The 
following  Sunday,  I  was  back  in  Washington  as  an  elected  delegate  from  the  State  of  Missouri  for 
the  White  House  Conference  on  Small  Business.  Your  meeting  was  scheduled  on  Thursday  and 
unfortunately  conflicted  with  a  speaking  engagement  I  had  with  a  group  from  Kansas  City. 

I  hope,  however,  that  you  will  consider  my  remarks  and  should  you  be  interested  in  hearing 
further  about  small  business  export  success  stories  supported  by  successful  government  programs, 
I  would  sincerely  appreciate  the  opportunity  to  appear  before  your  committee. 
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Special  Report 


IT'S  A 
SMALL 
(BUSINESS) 
WORLD 

Now  the  little  guys  are  going 
global.  But  even  as  the 
number  of  U.S.  entrepreneurs 
venturing  overseas  climbs 
dramatically,  dangers  lurk 


For  102  years.  Bicknell  Manufacnuing  Co.  has  made  in- 
dustrial drill  bits  for  construction  equipment  at  its 
modest  plant  in  Rockland.  Me.  For  most  of  that  time, 
the  family-owned  concern  thrived,  with  growth  of 
about  89c  a  year  in  the  late  19iSOs.  Then  came  the  1990 
recession.  The  construction  market  withered — and  with  it 
demand  for  Bicknell's  products.  As  sales  stalled,  the  company 
scrambled  for  new  business.  "TVe  had  to  change  course." 
says  John  E.  Purcell.  Bicknell's  general  manager. 

With  little  likelihood  of  a  quick  turnaround  at  home.  Bick- 
nell set  its  sights  on  markets  abroad.  "There  was  much  trep- 
idation, with  a  capital  T."  says  Purcell.  38,  recalling  that 
none  of  the  65  employees  at  the  $4  million  company  had 
had  any  foreign  experience.  Still,  with  construction  booms  in 
Brazil,  Colombia,  and  Me.Kico,  the  foreign  market  was  beckon- 
ing. After  Purcell  found  a  distributor  while  visiting  Me.xico  on 
a  trade  mission  sponsored  by  the  Small  Business  Administra- 
tion, Bicknell  began  e.xporting  to  Latin  America  two  years 
ago.  .\nd  Purcell  couldn't  be  more  delighted  with  the  re- 
sults. He  b.as  just  signed  a  deal  to  begin  selling  in  China  and 
Vietnam.  This  year.  Pui'cell  expects  international  sales  to 
grow  20^^.  for  i5%  to  20^1  of  the  company's  total  revenue. 
"We're  starting  to  see  it  pay  off."  he  says. 

Purcell's  enthusiasm  is  just  one  case  of  a  new  global  fever 


96  BUSINESS  WEEK     «?R!1 
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GLOBAL  GUIDELINES 
FOR  SMALL  BUSINESS 


IMC  n  EBSTBK  esSTMBS  Many  companies  can  pen- 
etrate foreign  markets  by  selling  products  or  ser- 
vices to  their  domestic  customers'  units  overseas. 

■HEICMHraBir  Exporting  is  not  a  part-time  effort. 
It  requfres  extensive  research.  Foreign  business 
should  be  run  by  seasoned  managers. 


:  Universities  often  have  MBA  students 
who  work  k  consultants  on.exporting.  Some  con- 
sulting firms,  such  as  Arthur  Andersen,  provide  a 
free  first-time  consultation. 


tirade  promotions  sponsored  by  U.S. 
atKt.  state  agencies  abroad  draw  big  crowds.  Cost- 
'■  (Siijscious  companies  can  send  a  product  without 


iUUHUI  While  potentially  lucrative, 
fast-growing  markets  can  tank  unexpectedly.  Consid- 
? etJciistDnier  qua/itfi  not  just  nationality.  *. , 

';  MHHGmwn  it  tates  time  to  tine  up  financing  and 
^.^fl^^^TKlan  orgar^atibrt  to  hanclfe  ex|x>rts.  Many 
srmrt  exporters  are'ovenwhelmed  by  big  orders.' 

^g~^^--^  — "-5;j^"--;-"T--^--r---T^-r-- 

^ReiBms  Of  eBWFScme  first-tiiTTe  exporters  ship  a 
.;'  proctnct  and  hope  ttiey  get  paid.  A  letter  of  credit 
'""protects  against  default  by  a  weak  or  shady  buyer. 


BE  niUI  Many  forei^  customers  do  business  based 
oi>  relationships.  Small  companies,  must  spend  time 
cultivating  contacts  before  racking  up  export  orders. 


£  nUtnEB  eUBViJ  An  experienced  freight  for- 
warder at  home  is  crucial  for  handling  customs  pa- 
perwork. An  inept  distributor  abroad  can  ruin  a  com- 
pany's reputation.    - 

to  hit  U.S.  business.  This  time,  instead  of  afflicting  the  goli- 
aths  of  Corporate  .America,  it's  sweeping  through  the  ranks  of 
U.S.  entrepreneurs.  Whether  the/re  seeking  to  escape  slug- 
gish markets  at  home  or  build  on  their  successes,  more  small 
companies  are  looking  beyond  the  local  and  regional  markets 
that  have  long  nurtured  and  sustained  them. 

.\  sur\'ey  of  almost  750  companies  by  .\rthiu"  .\ndersen  & 
Co.  and  National  Small  Business  United,  a  trade  group,  found 
that  Wc  of  companies  with  fewer  than  500  employees  export- 
ed products  and  sen-ices  last  year.  That's  up  fi-om  16^<:  in  1993 
and  ll'^c  in  1992,  the  first  year  the  sur^'ey  was  conducted.  .And 
many  e.\-perts  expect  that  the  trend  will  continue  as  more  and 
more  small  businesses  plumb  the  potential  of  foreign  markets. 
"It  presents  a  huge  growth  opportunity."  says  Da%nd  L.  Birch, 
president  of  economic  researcher  Cognetics  Inc. 

The  push  abroad  by  a  whole  new  stratum  of  U.  S.  compa- 
nies if  having  a  profound  impact  on  the  trade  front.  TVue.  the 
■5200, OW  in  foreign  sales  that  Bicknell  chalked  up  last  year  is 
nothing  compared  with  Boeing  Co.'s  $11.4  billion  in  e.xports. 
But  together,  small  companies  are  helping  fiael  an  export 
explosion  that  has  more  than  doubled  total  overseas  sales 
since  1986.  to  S696  billion  last  year.  While  senice  sector  ex- 
ports are  difficult  to  measure,  DRi/McGraw-Hill  figures  that 
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small  businesses  could  account  for  50^%  of  the  $348  billion 
worth  of  manufactured  goods  that  the  U.  S.  will  likely  export 
this  year,  up  from  45.5%  a  decade  ago. 

Entrepreneurial  success  overseas  is  bound  to  produce  oth- 
er economic  benefits.  Bountiftil  markets  abroad  could  insulate 
small  companies  from  periodic  downturns  at  home.  And  as  it 
carves  out  more  foreign  business,  small  business  could  en- 
hance its  reputation  as  the  job  generator  of  the  1990s.  "A  lot 
of  small  businesses  adding  five  or  six  people  may  not  sound 
like  much,"  says  Donald  T.  Hilty,  senior  fellow  at  the  Econom- 
ic Strategj-  Institute  in  Washington.  "But  when  you  add  it  all 
up,  there's  real  potential  for  job  creation." 

"nny  Lucerne  Farms  in  Fort  Fairfield,  Me.,  is  certainly  do- 
ing its  part  on  the  job  frtint.  Thanks  to  the  dollar's  precipitous 
drop  against  major 
currencies  in  recent 
months,  G«orge  A. 
James,  president  of 
the  $350,000  horse-feed  company,  says  his  products  are  25% 
cheaper  in  yen  terms  compared  with  a  year  ago.  That  drew 
an  inquirj-  from  a  Japanese  distributor  Now,  orders  from  Ja- 
pan could  double  his  total  revenue  this  year.  To  keep  up 
with  the  flood  of  business.  James  is  planning  to  take  on  five 
new  employees  on  top  of  his  current  eight-person  team. 
"Without  this  international  business,  we  could  never  expect  to 
grow  as  rapidly  and  add  these  jobs,"  he  says.  "This  is  a  real 
shot  in  the  arm." 

High-profile  pacts  such  as  the  Xorth  American  Free  TVade 
Agreement  and  the  General  Agreement  on  Tariffs  &  TVade 
have  also  accelerated  the  march  by  small  business  into  the 
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global  arena.  Both  agreements  have  gone  a  long  way  to- 
ward lowering  barriers  to  imports  in  foreign  countries,  while 
alerting  entrepreneurs  to  opportunities  abroad. 

Jeff  A.  Victor,  for  one,  credits  naTTA  for  his  surging  export 
volume.  The  general  manager  of  $6  million  TVeatment  Prod- 
ucts Ltd.,  which  makes  car  cleaners  and  waxes,  had  been  try- 
ing to  expand  his  small  presence  in  Mexico  since  1990.  But 
stiff  Me.xican  tariffe  that  ran  as  high  as  20%  made  that  impos- 
sible for  the  Chicago-based  company  Six  months  after  naTTA 
went  into  effect  m  January,  1993,  and  tariffe  started  gradual- 
ly dropping,  Viaor  says  he  landed  contracts  with  almost 
every  major  retail  chain  in  Mexico,  including  Futurama,  Gi- 
gante,  and  Soriana.  His  shipments  to  Mexico  have  tripled,  to 
roughly  $300,000,  about  20%  of  the  company's  total  exports. 
Victor  concedes  that  Me.xico's  financial  meltdown  has  hurt. 
One  retailer  has  put  a  big  order  on  hold.  But  he's  sticking  it 
out.  To  make  his  car  wax  more  affordable  to  Mexican  consum- 
ers, he's  considering  selling  it  in  smaller  bottles.  "After  sell- 
ing in  Me.xico  for  five  years,  I'm  not  going  to  pack  my  bags 
and  leave,"  he  vows. 

RISKY  SHOflES.  The  threat  of  a  Mexican-style  calamity  in 
other  countries  isn't  the  only  thing  that  makes  ventiu^g 
abroad  so  risky  and  complicated.  Lining  up  customers  and  dis- 
tributors— tough  enough  at  home — becomes  an  enormous 
challenge  when  a  market  is  a  continent  away.  .Ajid  then 
there's  financing.  Lenders  are  already  leery  of  small  compa- 
nies. But  the  thought  of  a  pint-size  outfit  venturing  into  un- 
charted markets  is  enough  to  give  some  bankers  the  vapors. 

They  have  reason  to  be  worried,  because  plenty  of  small 
companies  are  innocents  abroad.  Many  entrepreneurs  get 
their  first  taste  of  global  markets  by  filling  stray  foreign  or- 
ders that  come  their  way.  Often  generated  by  referrals  or 
chance  meetings  at  domestic  trade  shows,  these  orders  are 
quick  and  painless  to  fill — and  can  give  the  false  impression 
that  exporting  isn't  so  tough.  "A  lot  of  small  businesses  e.xport 
opportunistically,"  says  Abby  K.  Shapiro,  chairman  of  Inter- 
national Strategies  Inc.,  a  trade  consulting  firm.  "The  problem 
is  not  enough  of  them  do  it  thoughtfiilly." 

Lack  of  proper  preparation  can  lead  to  costly  mistakes. 
John  P.  Woolley,  general  manager  of  PC  Industries,  recalls  how 
he  shipped  a  $10,000  replacement  computer  component  to  a 
French  customer  six  months  ago  and  was  stunned  when  he 
was  billed  $2,500  for  value-added  tax.  WooUej-'s  company 
had  to  absorb  the  une.vpected  bill  He  says  such  expensive 
lessons  are  causing  his  $3  million  Glenview  (lU.)  company  to 
rethink  its  overseas  commitmenL  "The  jury  is  still  out  on  how 
strongly  well  pursue  it,"  he  says. 

For  small  companies  that  dedde  to  persevere  with  their  ex- 
port strategies,  identifying  statable  markets  is  generally  the  first 
step.  Many  turn  to  federal  and  state  agencies  for  market  infor- 
mation (page  101).  The  U.S.  Commerce  Dept,  for  instance,  has 
a  trade  database  available  through  its  73  field  offices  and  pub- 
lic libraries.  The  dataioase  has  research  reports  on  117  industries 
in  228  countries. 

It's  a  good  starting 
point  for  figuring  out 
what's  hot  and  what's  not. 
Right  now,  environmental 
companies — those  special- 
izing in  everything  from 
waste-water  treatment 
gear  to  landfill  manage- 
ment— are  finding  oppor- 
tunities in  the  newly  in- 
dustrialized markets  of 
South  Korea.  Indonesia, 
Malaj'sia,  and  T^waa  And 
in  Latin  America,  a  grow- 
ing middle  class  is  fueling 
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a  new  wave  of  health  consciousness.  Companies  making  cho- 
lesterol-testing equipment,  for  instance,  may  find  eager  cus- 
tomers in  Brazil  and  Me.xico. 

Some  entrepreneurs  display  a  lot  of  ingenuity  when  scop- 
ing out  markets.  Harden  H.  Wiedemann,  chairman  of  Assur- 
ance Medical  Inc..  a  $2  million  Dallas  company  that  sells  alco- 
hol- and  drug-testing  services,  uses  the  Internet.  He  says  he 
has  found  voluminous  online  information  on  the  growing  con- 
cern with  alcohol-related  problems  in  Argentina.  "Some  of  the 
best  information  we  found  we  just  stumbled  on  as  we  were 
surfing  around,"  he  says. 

FARTHER  AFIELD.  Not  surprisingly,  most  first-time  e.\porters 
head  north  of  the  border.  With  few  language  barriers,  a 
similar  business  culture,  and  now  .natu.  Canada  is  the  most 
appealing  market  for  small  companies.  But  entrepreneurs, 
emboldened  by  past  trade  triumphs  or  tempted  by  flour- 
ishing markets,  are  setting  their  sights  on  more  distant 
climes.  Fully  12''<i  of  those  responding  to  the  Arthur  Ander- 
sen/Small Business  United  survey  say  they  e.xported  to 
Western  Europe  in  1994,  while  11%  targeted  fast-growing 
markets  in  the  .Asia-Pacific  region. 

Heather  Stone  has  certainly  e.xpanded  her  horizons.  Last 
yeai-.  she  began  selling  her 
invention — a  scooter  for 
people  with  leg  or  foot  in- 
juries— to  a  distributor  in 
Canada.  Then  last  fall. 
Stone  was  invited  by  the 
Japan  E.xtemal  TVade  Or- 
ganization to  display  her 
product,  called  Roller-Aid, 
at  a  Japanese  trade  show. 
She  now  e.xpects  her  com- 
pany. StoneHeart  Inc.  in 
Cheney,  Wash.,  to  start 
shipping  to  Japan  this 
summer.  She  figures  e.x- 
ports  will  generate  about 


20%  of  her  company's  $500,000  In 
sales  this  year.  'This  international 
business  just  kind  of  feU  in  my  lap," 
she  says  with  a  smile.  "For  me,  it 
wasn't  as  difficult  as  I  expected." 

Chasing  emerging  markets  re- 
quires something  many  entrepre- 
neurs already  have:  a  stomach  for 
risk.  Like  his  counterparts  at  much 
bigger  companies,  Robert  A.  Giese 
of  Rcdaia  Inc.  was  quick  to  set  his 
sights  on  untapped  markets  in  the 
then-Soviet  Union — as  early  as  1989. 
The  Rochester  (N.  Y.)  computer-net- 
working company  that  he  founded  in 
1974  hadn't  done  any  serious  e.x- 
porting.  But  he  felt  the  opportu- 
nities in  Russia  and  nearby  coun- 
tries were  overwhelming.  True, 
shipping  was  a  nightmare,  and 
phone  communication  was  in  the 
dark  ages.  But  he  says  waiting  until 
a  market  is  stable  makes  no  sense: 
"By  then,  everyone  already  has  a 
dance  partner."  In  1989,  he  teamed 
up  with  three  other  small  compa- 
nies to  pay  for  a  $25,000  booth  at  a 
Commerce  Dept.-sponsored  trade 
show  in  Moscow.  Last  year.  20%  of 
his  $19  million  in  business  came 
from  former  Soviet  countries. 
Some  entrepreneurs  have  turned  themselves  into  globe- 
trotting promoters  to  drum  up  business.  Katherine  Allen,  who 
with  her  mother  runs  Allen  Filters  Inc.,  figures  she  spends  al- 
most a  third  of  her  time  abroad,  schmoozing  with  potential  cus- 
tomers for  her  oil-cleanup  products  and  services.  .Allen  reckons 
that,  of  her  yearly  $4  million  in  sales,  half  comes  from  exports, 
thanks  to  her  network  of  contacts  from  Singapore  to  Sao  Pau- 
lo. And  now — two  years  and  numerous  cocktail  parties  after 
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her  first  \-isit  to  Beijing — she  has  po- 
tential customers  in  China.  Allen  Fil- 
ters may  not  have  "Jie  marquee  value 
of  big  U.S.  exporters,  but  Allen  says 
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her  journeys  have  convinced  her  that  a 
small  company  can  make  it  if  it  under- 
stands markets  and  customers.  "If 
they  have  a  good  foundation,  I  think 
the  world  is  open  to  most  small  busi- 
nesses." she  says. 

For  the  tj-pical  small  company, 
however,  a  foreign  partner  or  distrib- 
utor is  the  only  access  to  a  new  mar- 
ket. It's  a  crucial  relationship.  Lazy 
distributoi-s  won't  do  much  for  busi- 
ness, while  inept  or  unsavory  ones 
can  ruin  a  small  company's  reputa- 
tion in  a  new  market.  Two  years  ago, 
computer  maker  win  Laboratories 
Ltd.  in  Manassas,  Va..  pulled  out  of  a 
joint  venture  in  Chile,  blaming  its 
Chilean  partner  for  customs  delays 
and  weak  sales.  "It  hasn't  soured  the 
outlook  on  exporting  here,"  says  Mark 
H.  Magnussen,  WN's  director  of  busi- 
ness development,  who  is  considering 
joint  ventures  in  Brazil  and  Me.\ico. 
"But  in  the  future,  we'll  do  a  lot  more  legwork." 
FISH  STORY.  Such  research  doesn't  have  to  mean  frequent 
trips  to  far-flung  ports  of  call  One  gold  mine  of  informa- 
tion; U.  S.  companies  that  sell  related  products.  Fred  Hansen, 
\-ice-president  for  marketing  at  Mardel  Laboratories  Inc.  in 
Glendale  Heights.  111.,  which  makes  water  conditioner  and 
other  supplies  for  -.ropical-fish  aquariums,  hired  a  distrib- 
utor in  Hong  Kong  aiter  contacting  Penn  Plax  Plastics  Inc.,  a 
Garden  City  (N.Y.)  company  that  sells  plastic  underwater 
plants.  The  company  didn't  compete  with  Mardel,  but  it 
knew  both  the  distributor  and  the  industry-  welL 

Small  companies  with  bigger  budgets  can  participate  in 
trade  shows  sponsored  by  state  and  federal  agencies.  The 
Commerce  Dept.'s  Gold  Key  program,  for  example,  can  ar- 
range for  a  small-business  executive  to  meet  with  pre- 
screened  potential  partners  in  a  foreign  country.  Jim  DeCar- 
lo,  president  of  Phenix  Technologies,  based  in  Accident, 
Md.,  met  his  Spanish  distributor  on  such  a  jaunt.  He  spent 
three  days  in  Madrid  in  199.3.  meeting  with  potential  part- 
ners at  the  U.S.  embassy.  The  trip  cost  the  company,  which 
makes  electrical  testing  equipment, 
roughly  S-3.500 — a  wise  investment, 
says  DeCarlo.  "I  wouldn't  have 
known  where  to  start"  to  look  for  a 
partner,  he  concedes. 

Like  their  bigger  brethren,  some 
small  businesses  are  establishing  over- 
seas arms.  Eli  E.  Hertz,  founder  of 
Hertz  Computer  Corp.  in  New  York, 
bought  a  small  distributor  in  Israel 
in  1990  to  sell  his  equipment.  He  says 
being  nearby  to  handle  his  clients' 
servicing  needs  gives  him  an  edge 

;  over  rival  exporters.  Today,  Israeli 

\  customers  account  for  25%  of  his  .510 

i  million  in  sales.  "Being  there  is  a 

'.  huge  advantage."  Hertz  says.  His  cus- 

;  tomers  agree.  "When  they  get  a  call. 


Successful  Entreprer 
Look  Abroad 

Fast-growing  small  businesses  are 
likely  to  be  exporting 
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they're  here  in  four  hours."  says  Shlomo  Stem,  the  head  of 
s\-stems  operations  for  ofek  Securities  &  Investments  Ltd. 
Whatever  their  strategy  for  penetrating  foreign  markets, 
small  companies  inevitably  find  that  lining  up  trade  financing  to 
pay  for  manufacturing  or  to  extend  credit  to  customers  is  the 
stiffest  challenge  of  alL  Many  U.  S.  banks  abandoned  trade  fi- 
nancing in  the  19SOs  after  the  Latin  American  loan  debacle. 
Even  banks  thought  to  be  entrepreneur-friendly  shy  away 
from  tiny.  comple.K,  labor-intensive  ti-ade  finance  deals.  Jeanne 
.\.  Huiit,  vice-president  for  international  banking  at  Key  Bank 
of  Maine,  a  unit  of  KeyCorp,  says  one  recent  small  trade 
loan — less  than  JIOO.OOO— took  so  much  time  and  energy  that 
she  might  require  an  up-front  fee  from  e.xporters  in  the  fijture. 
"It  was  way  too  much  work  for  a  small  loan."  says  Hulit. 

Some  small  companies  have  benefited  from  trade  finance 
programs  sponsored  by  government  agencies.  Phemx  Tech- 
nologies' DeCarlo  recently  lined  up  a  S400.000  revolving  cred- 
it for  his  export  business  with  the  help  of  a  guarantee  from 
the  Maryland  Industrial  Development  Financing  Authority. 
But  such  programs  are  poorly  ftonded.  Though  the  the  Small 
Business  .Administration  and  the  Ex- 
port-Import Bank  have  doubled  the 
size  of  their  financing  programs  since 
1991.  together  they  guaranteed  only 
$253  million  in  e.xport-related  lend- 
ing for  small  businesses  in  1994. 

And  entrepreneurs  still  complain 
about  excessive  paperwork.  Last  fall, 
Thomas  Parks,  chairman  of  $23  mil- 
lion Quickway  Industries,  applied  for 
a  line  of  credit  backed  by  the  Exim 
Bank  to  boost  his  companj-'s  auto  ma- 
chine-tool exports.  The  bank  wanted 
to  see  audited  financial  statements 
for  the  past  three  years  from  Parks's 
customers.  When  Quickway  asked  six 
big  foreign  customers  for  such  docu- 
ments, all  but  one  flatlv  refused. 
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Parks  says.  "They  said:  'It's  just  too  complicated  dealing 
with  you  guys,'"  he  recalls.  In  the  end,  Parks  continued  to  | 
draw  on  his  compan/s  own  limited  cash  flow  to  finance  his  e.\- 
port  e.xpansion.  But  he  says  he  hasn't  grown  nearly  as  fast  as 
he  had  hoped. 

Unfortunately  for  small  companies,  there's  plenty- more-- 
':  red  tape  awaiting  them  overseas.  Foreign  governments  im- 

,■ '        ■  A   ,  pose  standards.&r.-imported  good3'that~are  often  intended  as 
*■,'*,*■•»  •,'«»barriers  to  imports.  The  Commerce  Dept.  figures  that  for  the  • 
'  typidal  U.S.  machine  manufacturer,  the  cost  of  additional  j 

paperwork  and  certification  can  add  up  to  $100,000  a  year 
That's  a  big  bite  for  any  company  and  potentially  crushing  for 
a  small  one.  On  top  of  that,  importers  often  insist  that  suppli- 
ers meet  guidelines  set  by  the  International  Organization 


for  Standardization.  The  group,  representing  91  countries, 
sets  quality  measures  on  manufacturing  procedures,  design, 
and  servicing.  Many  small  companies  find  the  certification, 
too  costly  and  time-consuming. 

Of  course,  no  one  said  that  exploring  exotic  markets  would 
'be  easy.  It  never  has  been — neither  for  caravan  drivers  ply- 
ing the  Silk  Road  nor  for  sailors  seeking  the  Spice  Islands. 
But  like  them,  today's  entrepreneurs  know  that  playing  it  safe 
by  staying  at  home  may  be  the  riskiest  strategy  of  all. 

By  Amy  Barrett  in  Washington 

For  information  on  reprints  of  this  Special  Report,  call  Business 
Week  Reprints  at  609  426-5494,  or  write  Business  Week 
Reprints.  P.O.  Box  457,  Hightstown,  N.J.  08520. 


WANT  TO  GO  GLOBAL?  HERES  WHERE  TO  FIND  HELP 


At  one  time  or  another,  many 
small  businesses  have  toyed 
with  the  idea  of  going  global. 
But  just  understanding  the  paper- 
work and  bureaucracy  associated 
with  exporting  can  be  daunting. 
Information  is  hard  enough  to  come 
by.  Even  though  the  Commerce 
Dept.  is  more  supportive  of  small 
business  these  days,  it's  still  widely 
viewed  as  an  advocate  of  big  com- 
panies. And  many  entrepreneurs 
have  given  up  in  sheer  frustration. 
Joel  Krieger,  head  of  marketing  for 
Taub  Floor  Coverings  Inc.,  a  $3 
million  company  based  in  Staten 
Island,  N.  Y.,  put  his  global  plans  on 
hold  three  years  ago  when  he  real- 
ized he  didn't  have  the  time  or  the 
staff  to  devote  to  coping  with  the 
complejtity  of  foreign  markets. 
"Just  gathering  the  information 
available  was  staggering,"  he 
recalls. 

Yet  for  small  businesses  willing  to 
do  their  homework,  there  are  a 
number  of  excellent  resources  to 
help  them  get  started.  They  are  rel- 
atively low-cost  services;  many  are 
free  of  charge.  In  the  long  nm,  the 
guidance  these  services  offer  can 
speed  up  a  new  exporter's  entry 
into  foreign  markets  while  helping 
to  sidestep  many  of  the  most  com- 
mon— and  costly — ^blunders.  Here 
are  just  a  few  places  to  go  when  de- 
veloping an  export  strategy: 
■  COMMERCE  DEFT.  HOT  LBK  A 
good  starting  point.  Specialists  can 
provide  details  on  different  federal 
programs  that  will  help  new  export- 
ers tap  foreign  markets,  as  well  as 
general  information  on  state  export 
promotion  programs.  The  Conunerce 
Dept.  can  also  offer  guide  sheets  on 
a  number  of  tricky  exporting  prob- 
lems, including  how  to  handle  the 
paperwork  required  to  qualify  for 


the  low  tariffs  under  naft/l  Consul- 
tations and  information  are  free. 
Call  800  USA-TRADE. 

■  EXPORT  Oi>(>OiniMnT  HOT  UNE 

Run  by  the  Small  Business  Founda- 
tion of  America,  a  nonprofit  organ- 
ization based  in  Washington.  Calls 
arc  handled  by  trade  experts.  Tips 
include  how  to  find  a  foreign  distrib- 
utor and  cheap  ways  to  test-market 
a  product  overseas.  Companies  that 
are  exporting  for  the  first  time  can 
also  get  advice  on  how  to  research 
potential  markets.  And  exporters 
who  have  hit  snags  can  get  help  in 
solving  their  problems.  No  charge. 
CaU  800  243-7'232.  In  Washington, 
call  202  223-1104 

■  SERVICE  CORPS  OF  RETVKD  EXEC- 
UTIVES Working  in  conjunction  with 
the  Small  Business  Administration, 
SCORE  serve*  to  match  up  small 
businesses  with  mentors  who  have 
experience  in  foreign  trade — at  no 
cost.  These  volunteer  business  vete- 
rans can  assist  new  or  troubled 
exporters  in  putting  together  a 
strategy  for  aucceeding  abroad. 
SCORE  has  370  chapters  throughout 
all  50  states  and  roughly  500  sea- 
soned exporting  counselors.  CaU  800 
634-0245. 


■  ACCESS  TO  EXPORT  CAPITAL  The 

AXCAP  program  is  run  by  the 
Bankers'  Association  for  Foreign 
Trade,  a  trade  group.  Small  export- 
ers who  don't  know  where  to  go  for 
financing  can  cotitact  axcap  special- 
ists. Searching  their  national  data- 
base, the  group  provides  a  small 
business  with  a  list — usually  within 
24  hours — of  banks  in  its  area  that 
handle  various  types  of  transactions. 
The  searches  are  all  fi^e.  CaD  800 
49AXCAP. 

■  EXPORT  IXOAL  ASSISTANCE  ICT- 
WORK  Lake  it  or  not,  small  export- 
ers win  probably  need  a  good  attor- 
ney. A  lawyer  with  experience  in 
fcH-eign  trade  can  give  new  export- 
ers advice  on  everything  frran  pro- 
tecting patents  and  trademarks  to 
drafting  contracts  with  new  part- 
ners. This  network  provides  free  re- 
ferrals to  local  attorneys  with  trade 
experience  who  provide  one  free 
counseling  session  for  new  export- 
ers. Contact  either  the  Commerce 
Dept  hot  tine  or  Judd  L.  Kessler, 
the  national  coordinator  for  the  net- 
work, at  the  law  firm  of  Porter, 
Wright,  Morris  &  Arthur  in  Wash- 
ington. Call  202  778-3000. 

■  AMERICAN  SOCETY  FOR  QUAUTY 
CONTROL  This  not-for-profit  trade 
association  offers  free  advice  to 
companies  that  want  to  meet  manu- 
facturing standards  set  by  the 
International  Organization  for  Stan- 
dardization, a  group  representing  91 
countries.  While  the  standards  are 
foirly  general,  companies  hoping  to 
win  substantial  overseas  business 
may  have  to  adjust  their  operations 
to  pass  a  certification  test  conducted 
by  an  accredited  examiner.  The  soci- 
ety can  also  put  callers  in  touch 
with  other  companies  that  have  al- 
ready gone  through  the  process. 
CaU  800  248-1946. 
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NORTH  CAROLINA  CONGRESSIONAL  DELEGATION  and  the 

PROCUREMENT,  EXPORTS  AND  BUSINESS  OPPORTUNITIES  SUBCOMMITTEE 

JUNE  23,  1995 

Madame  Chairman  and  Members,  thank  you  for  this  opportunity 
to  address  the  role  USAID's  sustainable  development  programs  play 
in  supporting  America's  small  business  interests. 

As  President  Clinton  has  stated,  the  ability  of  our  economy  to 
grow  and  to  create  small  business  opportunities  is  closely  and 
increasingly  linked  to  a  vibrant  global  economy.  Since  1989, 
exports  have  been  a  driving  force  in  improving  U.S.  economic 
performance,  accounting  for  70  percent  of  the  growth  in  America's 
gross  domestic  product  (GDP) .  Many  European  countries  derive  one- 
quarter  to  two-thirds  of  their  gross  national  product  (GNP)  from 
exporting.  However,  the  United  States  derives  only  8  percent  and 
half  of  all  U.S.  exports  come  from  just  100  companies. 

An  increasing  share  of  those  exports  are  going  to  emerging 
markets  in  the  developing  world.  Over  the  last  four  years,  exports 
to  our  well-to-do  trading  partners  have  grown  by  only  6  percent, 
while  exports  to  developing  countries  increased  an  impressive  49 
percent.  And  these  trends  are  likely  to  continue.  By  the  year 
2000,  4  out  of  5  people  in  the  world  will  live  in  developing 
countries. 

America's  interests  —  and  its  markets  —  will  increasingly  be 
shaped  by  events  in  developing  countries  and  countries  in 
transition  to  market  economies.  To  meet  these  new  challenges,  the 
Clinton  Administration  has  identified  "sustainable  development"  as 
a  key  element  of  American  foreign  policy  and  a  cornerstone  of  our 
international  development  assistance  program. 

Broad-based  economic  growth,  which  is  a  core  component  of  our 
sustainable  development  initiative,  not  only  helps  developing 
countries  meet  their  own  needs,  but  also  opens  up  new  opportunities 
for  expanded  trade  and  commerce  for  small  businesses  in  the  United 
States. 

Procurement  Opportunities 

The  U.S.  Agency  for  International  Development's  (USAID) 
programs  are  an  effective  means  to  build  markets  and  generate  trade 
opportunities  for  small  businesses.  By  providing  the  U.S. 
expertise  and  technical  assistance,  USAID  is  helping  to  foster 
sound  economies  and  fair  trade  relations.  Since  80  percent  of 
USAID's  grants  and  contracts  go  directly  to  American  firms  and 
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nongovernmental  organizations,  USAID  procurements  offer 
opportunities  for  U.S.  small  business  while  establishing 
fundamental  economic  linkages  between  the  United  States  and 
developing  nations.  Although  USAID  financed  $210  million  of  U.S. 
goods  and  services  from  small  businesses  in  1993,  and  $231.5 
million  in  1994,  we  believe  we  can  do  better.  As  a  result,  we  are 
currently  changing  our  procurement  system  to  be  more  open  and  user- 
friendly,  thereby,  making  USAID  procurement  opportunities  more 
accessible  to  all  organizations  that  want  to  work  with  USAID. 

USAID  has  two  offices  dedicated  to  providing  easy  access  and 
information  services  for  small  businesses  and  nongovernmental 
organizations  interested  in  USAID  procurement  opportunities. 
Through  the  Center  for  Trade  and  Investment  Services  (CTIS)  and  the 
Office  of  Small  and  Disadvantaged  Business  Utilization  (OSDBU) , 
USAID  reaches  out  across  the  country  to  provide  information  about 
USAID  procurement  opportunities  and  counseling  services  on  doing 
business  with  USAID. 

USAID 's  Center  For  Trade  and  Investment  Services  (CTIS)  is  the 
central  point  of  contact  within  the  Agency  for  inquiries  from  the 
U.S.  private  sector,  other  federal,  state  and  local  organizations, 
multiplier  associations  and  representatives  of  developing 
countries.  CTIS  is  located  in  Washington,  DC,  with  three  regional 
offices  in  Chicago,  Illinois;  Portland,  Oregon;  and  Long  Beach, 
California.  To  further  broaden  the  participation  of  small 
business,  nongovernmental  and  private  voluntary  organizations,  CTIS 
proactively  provides  information  nationwide  via  a  newsletter, 
broadcast  fax  system,  fax-on-demand  system,  on-line  through 
Internet,  and  a  1-800  toll-free  number. 

The  Center  has  handled  over  14 , 000  requests  for  information 
from  all  50  states  on  behalf  of  the  Agency,  providing  valuable 
counseling  assistance  to  small  and  medium  businesses  interested  in 
pursuing  contracting  and  procurement  opportunities  generated  by 
USAID  activities.  The  USAID  West  Coast  office  has  handled  another 
12,000  callers. 

The  Center  provides  information  collection  and  dissemination 
on  the  Agency's  programs  and  activities  in  the  development-  related 
sectors,  such  as  environment,  energy,  agribusiness,  health,  and 
training.  Also,  CTIS  serves  to  educate  the  public  about  USAID  and 
its  overseas  missions  in  order  to  broaden  the  participation  of 
businesses  and  private  voluntary  organizations  (PVOs)  in 
sustainable  development  and  to  encourage  the  U.S.  private  community 
to  respond  to  opportunities  generated  by  USAID 's  development 
activities. 

The  Center  utilizes  advanced  computer  and  communications 
technologies  to  disseminate  information  on  Agency  business 
opportunities.  For  example,  CTIS  has  developed  an  automated 
facsimile  broadcast  system,   the  CTIS  Business  Opportunities 
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Broadcast,  to  disseminate  timely  and  relevant  information  about 
USAID  opportunities.  CTIS  derives  targeted  groups  from  its  client 
database  of  over  9,000  companies  and  broadcasts  information  via 
fax-modem.  Also,  CTIS  helps  clients  identify  upcoming  procurement 
and  contracting  needs  through  the  on-line  USAID  Procurement 
Information  Access  System  (PIAS) . 

The  Center  coordinates  with  other  U.S.  Government 
organizations  in  providing  market  information  and  contacts  of 
interest  to  businesses  engaged  in  commercial  ventures  in  USAID- 
assisted  countries.  When  appropriate,  CTIS  analysts  will  advise 
and  refer  clients  to  agencies  such  as  the  U.S.  Department  of 
Commerce,  the  Overseas  Private  Investment  Corporation,  the  Trade 
and  Development  Agency,  the  U.S.  Export-Import  Bank  and  the  various 
multilateral  development  banks  for  assistance  in  obtaining 
information  and  financing  for  their  business  ventures. 

The  Office  of  Small  and  Disadvantaged  Business  Utilization 
(OSDBU)  advocates  for  U.S.  small  businesses  and  disadvantaged 
enterprises  to  ensure  their  consideration  as  sources  for  USAID 's 
procurement  of  goods  and  services.  The  office  maintains  the  A.I.D. 
Consultant  Registry  Information  System  (ACRIS)  for  Agency  use  in 
identifying  small  businesses  with  particular  expertise. 

Madame  Chairman,  I  would  like  to  bring  three  messages  to  the 
coininittee  today: 

•  Developing  countries  and  countries  in  transition  represent 
important  new  trading  partners  for  small  U.S.  businesses;  an 
increasingly  large  share  of  America's  export  growth  in  the 
1990s  will  be  in  developing  countries.  Between  1990  and  1993, 
U.S.  exports  to  developing  nations  grew  by  yet  another  $46 
billion,  supporting  920,000  new  jobs  in  the  United  States. 

•  USAID 's  sustainable  development  programs  help  build  the 
economic  environment  and  institutional  infrastructure, 
including  greater  openness  to  trade,  that  generates 
sustainable  growth  and  stimulates  demand  for  U.S.  goods  and 
services  in  these  emerging  markets. 

•  While  USAID  is  not  directly  charged  with  export  promotion 
responsibilities,  there  is  a  natural  and  powerful 
complementarity  between  our  growth-oriented  development 
program  and  the  market-share-enhancing  trade  finance  programs 
of  other  U.S.  government  agencies. 

Developing  Country  Markets  in  a  Global  Economy 

In  the  1990s,  most  of  the  growth  in  demand  for  U.S.  exports  is 
expected  to  come  from  countries  in  the  developing  world  and  those 
in  transition  to  market-oriented  economies.   Increased  openness  to 
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trade  and  continued  and  sustainable  economic  growth  in  these 
countries  are  crucial  to  any  strategy  for  promoting  American 
exports  and  ensuring  the  participation  of  U.S.  small  business  firms 
in  international  markets. 

The  strength  of  developing  countries'  economies  and  their 
potential  for  U.S.  exports  have  been  highlighted  by  the  Chairman  of 
the  Export-Import  Bank  and  the  Secretary  of  Commerce  in  describing 
the  efforts  of  the  Trade  Promotion  Coordinating  Committee  (TPCC) . 
The  EXIM  Bank  Chairman  has  noted  that  the  "biggest  long-term  growth 
in  demand  for  American  exports  is  with  countries  in  the  developing 
world  with  very  large  and  increasingly  prosperous  populations." 

The  TPCC's  initiatives  are  initially  focusing  on  the  "big 
emerging  markets"  in  the  developing  world.  These  include  countries 
where  USAID  has  ongoing  programs  or  is  in  the  process  of  graduating 
these  countries  from  the  bilateral  assistance  program.  Other 
developing  countries  also  are  rapidly  becoming  important  markets 
for  the  United  States:  exports  have  grown  steadily  over  the  past 
few  years  across  all  developing  country  regions.  The  Mexicos  and 
ASEAN  countries  of  tomorrow  are  being  created  today,  and  USAID  is 
playing  a  key  role  in  this  process. 

Despite  the  upbeat  news  of  U.S.  export  growth  in  the 
developing  world,  there  is  still  much  work  to  be  done  to  improve 
the  business  climate  for  U.S.  small  business  exporters.  The 
National  Trade  Estimates  Report  prepared  by  the  Office  of  the 
United  States  Trade  Representative  identified  a  wide  array  of 
trading  practices  and  obstacles  in  developing  countries  that  affect 
potential  U.S.  business  opportunities:  high  tariffs,  import 
licensing,  government  procurement  rules,  weak  financial  services 
and  regulatory  climate,  absence  of  intellectual  property  rights 
protection,  and  investment  barriers. 

The  USAID  Small  Business  Partnership 

The  Small  Business  Partnership  is  one  of  three  components  of 
the  Agency's  New  Partnership  Initiative,  the  other  two  being 
decentralization  of  governmental  functions  and  empowerment  of  non- 
governmental organizations.  The  New  Partnership  Initiative's  goal 
is  to  speed  the  graduation  of  U.S.  foreign  assistance  recipient 
countries  by  creating  a  sustainable,  grass-roots  partnership. 

Small  businesses  make  an  important  contribution  to  real 
income,  economic  growth,  and  equity  in  developing  countries. 
Unfortunately,  in  all  but  a  few  cases,  this  contribution  falls 
short  of  its  potential.  Policies  and  regulations  inimicable  to 
creation  and  expansion  of  small  businesses,  shortages  of 
technology,  both  hard  and  soft,  lack  of  access  to  financial 
resources,  corruption,  and  other  factors  make  it  difficult  for 
small  businesses  to  expand  and  to  create  the  jobs  so  badly  needed 
in  these  countries. 
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The  USAID  Small  Business  Partnership,  currently  being  created 
by  teams  of  people  from  small  business  organizations,  private 
voluntary  organizations,  different  U.S.  government  agencies  and 
other  donors  will  form  new  partnerships  between  U.S.  non- 
governmental groups  and  their  counterparts  in  the  developing  world 
to  create  the  private  capacity  in  those  developing  countries  to 
promote  changes  necessary  for  economic  and  political  growth. 

USAID 's  Role  in  the  National  Export  Strategy 

In  addition,  USAID  is  working  with  other  federal  agencies  on 
the  interagency  Trade  Promotion  Coordinating  Committee  to  expand 
markets  for  U.S.  goods  and  services,  and  to  develop  a  strategy  for 
ensuring  that  U.S.  small  businesses  are  able  to  compete  effectively 
in  emerging  world  markets.  We  are  committed  to  supporting  the 
TPCC's  efforts  through  our  sustainable  development  programs  and 
initiatives. 

Other  federal  agencies  represented  here  today  are  responsible 
for  promoting  U.S.  exports  and  investment  abroad  through  direct 
assistance  to  U.S.  businesses.  The  U.S.  Agency  for  International 
Development  also  has  a  role  to  play  in  trade  and  export  promotion, 
but  our  role  is  different  than  that  of  TDA  or  OPIC  or  EXIM  and 
Commerce,  As  a  development  agency,  USAID  plays  an  essential  and 
far-reaching,  but  less  direct,  role  in  building  markets  for  U.S. 
small  businesses  and  workers  abroad.  By  helping  create  sustainable 
and  broad-based  growth  and  expanding  economic  opportunity  in 
developing  countries,  we  help  make  them  become  more  prosperous  and, 
consequently,  better  customers  for  U.S.  exports. 

USAID 's  programs  focus  on  the  demand-side.   Our  sustainable 
development  initiatives  concentrate  on  building  the  economic 
environment  and  institutional  infrastructure,  including  greater 
openness  to  trade,  that  allows  for  sustainable  economic  growth  and 
stimulates  demand  for  U.S.  goods  and  services. 

This  illustrates  the  natural  complementarity  between  the 
growth-oriented  development  program  and  the  market-share-enhancing 
trade  finance  programs.  USAID 's  programs  help  countries  move  up 
the  economic  ladder.  This  opens  up  opportunities  for  potential 
U.S.  exporters  and  the  U.S.  Government  agencies  that  provide  direct 
export  promotion  services. 

It  is  important  to  remember  that  without  growth  and  increased 
openness  in  developing  country  markets,  sustainable  commercial 
linkages  to  U.S.  exporters  will  never  solidify.  It  is  market 
growth  that  makes  market  access  worth  achieving.  USAID 's  sustain- 
able development  programs  are  providing  support  for  the  public  and 
private  sectors  to  build  a  stronger  foundation  for  business 
activity  and  commerce.  Examples  of  recent  and  ongoing  efforts 
include  the  following: 
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In  Morocco.  USAID  provided  technical  assistance  for  the 
removal  of  trade  barriers  by  establishing  reference  prices  for 
grains,  oilseeds,  livestock,  and  sugar.  The  U.S.  National 
Feed  Grains  Council  intends  to  support  a  market  study  to  take 
advantage  of  these  new  opportunities.  In  the  agricultural 
sector,  we  have  supported  the  introduction  of  improved  U.S. 
seeds  for  crops  and  technology  for  preserving  fresh  produce, 
all  of  which  can  be  provided  by  U.S.  suppliers. 

In  Guatemala,  we  have  projects  under  way  to  support  the 
drafting  of  intellectual  property  rights  legislation.  The 
result  will  improve  the  trade  climate  for  more  exports  of  U.S. 
pharmaceuticals,  cassettes,  compact  disks,  and  videos. 

In  the  Philippines.  USAID  worked  with  the  private  sector  to 
change  a  law  prohibiting  the  import  of  genetic  seed  materials. 
This  liberalization  will  open  up  new  market  opportunities  for 
U.S.  seed  producers.  USAID  has  been  working  with  the  Central 
Bank  to  adopt  a  market-based  exchange  rate  system,  thereby 
giving  importers  access  to  foreign  exchange.  USAID  also  is 
strengthening  U.S. -Philippines  relations  through  technical 
assistance  in  the  environmental  services  sector,  opening  the 
door  to  further  U.S.  exports  of  environmental  goods  and 
services. 

In  Nepal.  USAID  has  worked  to  remove  economic  constraints  to 
growth.  These  efforts  have  opened  up  export  opportunities  in 
computer  and  video  technologies,  banking  services,  and 
aircraft  sales.  In  the  environmental  sector,  technical 
assistance  has  identified  the  capabilities  of  U.S.  pollution- 
testing  equipment. 

In  Ethiopia.  USAID 's  Competitive  Market  Program  eliminated 
state  control  of  imports  and  freight  transport,  and 
liberalized  the  pricing  and  marketing  of  fertilizer.  In 
response  to  these  reforms,  American  exporters  supplied  $18 
million  in  fertilizer  and  vehicles  last  year. 

Agricultural  technologies,  developed  through  Collaborative 
Research  Support  Programs  (CRSP)  for  strengthening  food 
production  abroad,  have  resulted  in  millions  of  dollars  worth 
of  benefits  for  U.S.  farmers.  U.S.  sorghum  producers  are 
benefiting  from  new  greenbug-resistant  sorghum  varieties 
developed  through  CRSP  research.  The  CRSP  research  required 
an  investment  of  $5  million,  and  production  by  U.S.  growers 
increased  $113  million  in  one  year  as  a  result. 

Factors  Contributing  to  Sustainable  Development  and  Trade 

What  has  produced  progress  in  these  emerging  developing 
country  markets?  Economic  growth  in  itself  does  not  guarantee 
sustainable  development  and  poverty  reduction.   I  would  like  to 
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briefly  summarize  USAID's  broad-based  economic  growth  strategy, 
which  we  believe  can  lead  to  improvements  in  living  standards  in 
the  developing  world  that  yield  significant  positive  payoffs  for 
the  U.S.  economy. 

The  first  area  of  emphasis  is  the  "strengthening  of  markets." 
Healthy  market  economies  offer  the  best  prospects  for  sustained, 
broad-based  growth,  expanded  individual  opportunity,  and  reduced 
poverty.  USAID  will  address  policy  and  regulatory  impediments  to 
the  development  of  local  markets  and  exports.  This  includes 
building  what  is  known  as  the  "enabling  environment,"  which 
includes:  the  establishment  of  a  democratic  society,  the  rules 
governing  the  conduct  of  business,  the  empowerment  of  individuals, 
the  basic  health  and  education  systems,  a  market-based  economic 
system,  and  sound  macroeconomic  policies.  This  environment  affects 
agriculture  and  commerce,  especially  small  farms,  microenterprise 
(including  poverty  lending),  and  small  businesses. 

The  second  area  of  focus  is  "expanding  access  and 
opportunity."  USAID  gears  its  programs  to  expand  economic 
opportunities  for  the  less-advantaged  in  developing  countries. 
We  are  pursuing  a  broad  array  of  initiatives:  by  helping  to  promote 
microenterprises  and  small  businesses;  by  focusing  on  the 
development  and  delivery  of  technology,  including  agricultural 
technologies  appropriate  to  small  farmers;  by  enhancing  food 
security  at  the  household  and  community  level;  by  increasing  access 
of  women  to  employment,  land,  capital,  and  technology;  and  by 
supporting  social  sector  development. 

The  third  area  of  our  economic  growth  focus  involves 
"investing  in  people."  Poor  people  make  poor  customers.  Our 
experience  shows  that  building  human  skills  is  essential  for 
sustained  growth,  poverty  reduction,  and  improved  quality  of  life. 
USAID  supports  programs  that  address  inadequate  health  services, 
particularly  in  the  area  of  basic,  preventive,  and  reproductive 
health  care;  education  systems,  especially  primary  education  for 
girls  and  women;  technical  and  business  skills  and  access  to 
technology;  and  other  related  social  services  and  institutions  that 
facilitate  broad-based  participation. 

In  closing  I  would  like  to  summarize  two  key  messages  from  my 
testimony  today: 

First,  USAID's  programs  have  had  a  clear  impact  on  developing 
country  openness  and  growth  and,  through  it,  demand  for  U.S. 
exports.  The  facts,  as  cited  above,  show  that  progress  need 
not  tak«  decades.  President  Clinton  and  other  Administration 
officials  have  pointed  out  the  importance  of  strong  trading 
relationships  with  developing  countries  and  how  closely  the 
U.S.  now  is  woven  into  the  global  economy.  An  effective 
bilateral  assistance  program  in  these  countries  provides  one 
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of  the  best  fundamental  investments  to  expand  opportunities 
for  U.S.  small  businesses. 

Second,  USAID  assistance  to  developing  countries  and  countries 
in  transition  yields  immediate  benefits  in  exports  of  U.S. 
goods  and  services.  Technical  assistance  services  by  U.S. 
firms  and  training  programs  introduce  American  expertise  and 
standards  to  developing-country  markets,  while  a  variety  of 
goods  —  from  commodities  to  construction  equipment  —  is 
purchased  through  USAID  programs. 

At  USAID,  we  are  refocusing  our  foreign  aid  program  to  promote 
long-term  American  interests  in  a  rapidly  changing  world.  We 
believe  that  our  focus  on  sustainable  development  will  promote 
America's  enduring  interests  abroad  and  help  yield  real  benefits 
for  American  workers  and  small  businesses  here  at  home.  We  look 
forward  to  a  close  and  constructive  relationship  with  Congress  as 
we  forge  a  new  consensus  on  foreign  aid. 

Thank  you. 
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Remarks  by  Deputy  Secretary  Bob  Goodale 
North  Carolina's  role  in  international  trade  is  ctianging    North  Carolina's  exports  have 
increased  an  average  of  12,9%  annually  since  1987    Tobacco,  though  still  an  important  part  of  our 
economy,  no  longer  tops  the  list  of  exports    industrial  machinery,  transportation  equipment,  and 
electronics  now  lead  NC's  exports    And  as  the  role  of  NC-located  businesses  in  the  global 
marketplace  evolves,  the  resources  available  to  facilitate  global  trade  must  also  evolve  to  meet  the 
challenges  of  a  global  marketplace. 

Communication  between  the  embassies  or  commercial  sectors  must  be  improved    Riding  in 
the  fast  lane  on  the  information  highway,  North  Carolina  is  a  front-runner  in  improving 
communications  through  the  use  of  e-mail  and  the  Internet.  Our  economic  development  staff  is  in 
direct  contact  with  our  Japan  and  German  offices,  ensuring  prompt  follow-up  and  accountability.  We 
would  like  our  federal  partners  in  economic  development  to  join  us  in  these  endeavors,  further 
extending  their  availability  to  both  private  and  public  participants  in  international  trade. 

We  must  measure  the  success  of  our  programs.  The  things  that  work  we  need  to  do  more  of, 
the  things  that  don't  we  need  to  get  rid  of.  Some  of  the  commercial  sectors  of  the  United  States 
Embassies  do  an  excellent  job  providing  lists  and  statistical  support  for  trade.  However,  many  do  not 
and  in  some  cases  a  commercial  sector  appears  non-existent. 

To  reduce  duplication,  please  consider  reallocating  resources  to  strengthen  the  commercial 
offices  in  key  strategic  areas  around  the  world.  We  need  people  in  the  field  promoting  US  products  in 
the  major  markets  People  who  know  the  area  they're  representing  and  understand  the  broad  view  of 
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NC  Department  of  Commerce 

•  72%  of  all  N.C.  exporters  were  companies  with  fewer  than  100  employees.  ( 1,732  out  of 
2,717  total  exporters) 

•  North  Carolina  is  the  10th  largest  export  state 

•  In  1994,  businesses  located  in  North  Carolina  exported  goods  totaling  $13.7  billion.  This  is 
a  21.7%  increase  from  1993.  In  contrast,  U.S.  exports  increased  only  10.2%  in  that  time. 

•  Jobs  that  can  be  attributed  to  N.C.  exports  -  274,  000.  (This  figure  derived  from  U.S.  DOC 
formula  $1  billion=20.000 jobs) 

•  The  N.C.  Ports  Authority,  currently  celebrating  th.eir  50th  anniversary,  employs  305  people, 
has  an  economic  impact  of  millions  in  income  and  is  responsible  for  the  creation  of 
thousands  of  jobs  statewide. 

•  Relationship  between  N.C.  DOC  and  U.S.  DOC:  U.S.  DOC,  particularly  through  the 
International  Trade  Administration,  is  a  major  source  of  export  assistance  to  NC  businesses 
through  their  expertise,  statistics  and  marketing  information.  There  is  extraordinary 
cooperation  between  U.S.  DOC  and  the  N.C.  DOC  through  our  International  Trade 
Division.  This  cooperation  has  been  an  integral  part  of  the  trade  success  we  are  currently 
enjoying  and  that  we  are  projecting  in  coming  years. 
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Statement  by  N.  C.  Agriculture  Commissioner  Jim  Graham  on  Export 
and  Business  Opportunities  before  the  House  of  Representatives 
subcommittee  on  Procurement  Export  and  Business  Opportunities. 

MADAM  CHAIRPERSON,  MEMBERS  OF  THE  COMMITTEE, 
LADIES  AND  GENTLEMEN, 

IT  IS  A  DISTINCT  HONOR  FOR  ME  AS  COMMISSIONER  OF 
AGRICULTURE  IN  NORTH  CAROLINA,  AND  A  MEMBER  OF  THE 
BOARD  OF  DIRECTORS  OF  THE  GLOBAL  TRANSPORT  PARK,  TO 
APPEAR  BEFORE  YOU  THIS  MORNING  TO  DISCUSS  AN  ISSUE 
WHICH  IS  OF  PARAMOUNT  IMPORTANCE  TO  NORTH  CAROLINA 
AND  THE  COUNTRY.    THE  TOPIC  IS  INTERNATIONAL 
AGRICULTURAL  TRADE. 

NEVER  BEFORE  HAS  TRADE  BEEN  MORE  IMPORTANT  AND 
IT  IS  NOT  ONLY  IMPORTANT  BUT  IMPERATIVE  FOR  THE 
SURVIVAL  OF  THE  FARM  ECONOMY  IN  THIS  STATE.    NO 
SECTOR  OF  OUR  ECONOMY  IS  MORE  EFFECTED  BY  THE 
INTERNATIONAL  MARKETPLACE  THAN  AGRICULTURE  YET 
AGRICULTURE  IS  PROBABLY  THE  MOST  OVERLOOKED  PIECE 
OF  THE  EXPORTING  PIE.    WITH  95%  OF  THE  MOUTHS  TO  FEED 
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ON  THIS  PLANET  OUTSIDE  THE  BOARDERS  OF  OUR  COUNTRY, 
WITH  MOST  OF  THE  DEVELOPED  COUNTRIES  HAVING  A 
HIGHER  RATE  OF  ECONOMIC  GROWTH  THAN  THE  UNITED 
STATES,  AND  WITH  THE  UNTAPPED  POTENTIAL  OF 
DEVELOPING  COUNTRIES,  I  FEEL  WE  AS  A  STATE  AND  NATION 
NEED  TO  DO  MORE  TO  POSITION  OUR  AGRICULTURAL 
PRODUCTS  TO  CAPTURE  THESE  MARKETS. 

WE  ON  A  STATE  LEVEL  ARE  CHARGED  WITH  THE 
RESPONSIBILITY  OF  DEVELOPING  NEW  MARKETS  AND 
EXPANDING  EXISTING  MARKETS  FOR  OUR  STATE'S 
PRODUCTS.    WE  WORK  SIDE  BY  SIDE  WITH  OUR  FEDERAL 
COUNTERPARTS  AND  THE  RESULTS  HAVE  BEEN  QUITE 
POSITIVE. 

MANY  OF  THE  PROGRAMS  WHICH  HAVE  BEEN  PARAMOUNT 
TO  OUR  SUCCESS  ARE  CURRENTLY  UNDER  ATTACK  IN 
WASHINGTON  BY  PEOPLE  WHICH  I  BELIEVE  DO  NOT  KNOW 
THE  TRUE  VALUE  OF  THE  EXPORT  SALE.    EXPORTS  MEAN 
JOBS  AND  JOBS  MEAN  A  STRONGER  ECONOMY. 
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I  ENCOURAGE  YOU  TO  DO  ALL  YOU  CAN  TO  ENSURE  THE 
AUTONOMY  OF  THE  FOREIGN  AGRICULTURAL  SERVICE  OF  THE 
USDA  AND  THE  INTERNATIONAL  TRADE  ADMINISTRATION  OF 
THE  U.S.  DEPARTMENT  OF  COMMERCE  AS  SEPARATE  STAND 
ALONE  ENTITIES  IN  OUR  EMBASSIES  AROUND  THE  WORLD.    IF 
THESE  TWO  PROGRAMS  ARE  MERGED  INTO  A  SINGLE  UNIT 
UNDER  STATE  DEPARTMENT  OVERSIGHT,  I  AM  FEARFUL  MANY 
OF  THE  VALUABLE  SERVICES  NOW  BEING  RENDERED  WILL  BE 
LOST.    I  ALSO  ENCOURAGE  THE  COMMITTEE  TO  SUPPORT  THE 
CONTINUATION  OF  THE  "MARKET  PROMOTION  PROGRAM" 
(MPP)  AND  THE  EXPORT  ENHANCEMENT  PROGRAM.    THESE 
ARE  PROGRAMS  WHICH  ENCOURAGE  SMALL,  AND  I  STRESS 
THE  WORD  SMALL,  COMPANIES  TO  TAKE  THE  STEP  TO  GET 
INVOLVED  IN  THE  EXPORT  PROCESS.    I  AM  FULLY  AWARE  OF 
THE  NEED  TO  BALANCE  OUR  FEDERAL  BUDGET  AND  I 
APPLAUD  YOUR  EFFORTS  TO  RIGHT  THE  DECADES  OF 
ESCALATING  FEDERAL  DEFICITS,  BUT  I  BEG  OF  YOU  NOT  TO 
CUT  THESE  PROGRAMS  WHICH  ARE  ON  THE  FOREFRONT  OF 
CREATING  JOBS  THROUGH  EXPORTING  AND  STRENGTHENING 
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OUR  ECONOMY.    I  WILL  NOT  LENGTHEN  MY  TESTIMONY  WITH 
STORY  AFTER  STORY  OF  HOW  THESE  PROGRAMS  HAVE 
TRANSFORMED  THE  SMALL  NON-EXPORTING  COMPANY  INTO 
THE  JOB  CREATING  FORCE  IN  SMALL  COMMUNITIES 
THROUGHOUT  THIS  STATE  BUT  I  WILL  BE  GLAD  TO  TELL  YOU 
OF  THESE  AT  YOUR  CONVENIENCE. 

IN  CONCLUSION,  EXPORTS  ARE  TRULY  VITAL  TO  THE 
ECONOMY  OF  OUR  STATE.    NOT  ONLY  ARE  THEY  THE  ENGINE 
WHICH  WILL  DRIVE  US  INTO  THE  NEXT  CENTURY,  BUT  THEY 
ARE  THE  IMPETUS  TO  ELEVATE  OUR  COMPANIES,  AND 
AGRICULTURAL  FIRMS  TO  THE  LEVEL  OF  TRUE  WORLD  CLASS 
STATUS.    AGAIN  I  SOLICIT  YOUR  SUPPORT  FOR  PROGRAMS 
WHICH  ARE  NOT  ONLY  INTENDED  TO  HELP  OUR  CITIZENS  BUT 
HAVE  A  PROVEN  TRACK  RECORD  OF  JOB  CREATION  THAT 
STIRS  ECONOMIC  OPPORTUNITY  FOR  ALL  PEOPLE. 

THANK  YOU. 
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My  name  is  Anne  Balich  Jones,  Manager,  Import/Export  Services  at  Glaxo 
Wellcome  Inc.  Glaxo  Wellcome  is  the  largest  research-based  pharmaceutical  company  in 
the  U.S.,  and  is  the  U.S.  subsidiary  of  Glaxo  Wellcome  p  l.c,  the  largest  pharmaceutical 
company  in  the  world.  Our  U.S.  headquarters  and  research  and  development  facilities  are 
located  in  Research  Triangle  Park,  and  our  manufacturing  facilities  are  in  Greenville  and 
Zebulon. 

Our  company  is  dedicated  to  the  discovery,  development,  manufacturing  and 
marketing  of  prescription  medicines,  and  this  commitment  is  demonstrated  by  Glaxo 
Wellcome's  1994  worldwide  investment  of  more  than  $1.4  billion  devoted  to  research  and 
development.  We  are  dedicated  to  the  discovery  and  development  of  pharmaceuticals  to 
address  unmet  medical  needs. 

Glaxo  Wellcome  sells  its  products  in  over  150  countries  around  the  world,  and  we 
support  initiatives  to  expand  U.S.  exporting  opportunities,  such  as  the  North  Carolina 
Global  TransPark.  We  commend  your  interest  in  export  issues  and  your  desire  to  provide 
a  rapid  link  from  North  Carolina  businesses  to  markets  across  the  globe. 

At  Glaxo  Wellcome,  we  currently  face  several  obstacles  to  our  ability  to  export  our 
medicines,  obstacles  which  have  cost  jobs  in  North  Carolina  and  have  diverted  benefits 
that  would  have  accrued  to  our  state's  economy  to  other  markets.  Specifically,  these 
obstacles  are  the  result  of  federal  trade  regulations  governed  by  the  Food  and  Drug 
Administration  (FDA)  and  the  Drug  Enforcement  Agency  (DEA).  I  would  like  to  address 
these  regulatory  hurdles  briefly. 

Under  current  law,  the  FDA  requires  that  exports  of  drugs  approved  in  the  U.S.  be 
packaged  with  U.S.  labeling  approved  by  the  FDA,  regardless  of  the  regulatory 
requirements  of  the  importing  country.  This  requirement  effectively  prohibits  final 
packaging  of  drugs  in  the  U.S.  for  exports,  because  the  labeling  and  packaging  would  bear 
the  foreign  labeling  instead  of  the  FDA  approved  labeling.  In  addition,  in  order  to  ship 
bulk  or  finished  products  which  have  not  been  approved  in  the  U.S.  to  another  country  for 
either  commercial  or  research  purposes,  companies  must  apply  for  approval  from  the 
FDA.  This  process  takes  three  to  12  months,  creating  costly  delays  and  reducing  market 
access  for  U.S.  manufacturers. 
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In  addition,  products  developed  for  markets  other  than  the  U.S.  (due  to  differing 
health  problems  around  the  world)  cannot  now  be  manufactured  and  exported  from  the 
U.S.  To  export  an  unapproved  product,  manufacturers  are  required  by  the  FDA  to  show 
they  are  pursuing  sales  approval  for  the  U.S.  Also  currently  prohibited  is  the  export  of 
products  with  different  dosage  strengths  or  formulations  from  those  approved  in  the  U.S., 
despite  market  and  regulatory  conditions  in  importing  countries  that  may  dictate  such 
differences  in  the  final  product. 

Thus  existing  law  requires  FDA  review  and  clearance  to  export  a  drug  that  might 
otherwise  be  approved  but  for  the  language  of  the  label,  differences  in  indications, 
formulations  or  dosages  as  required  by  the  importing  country.  As  you  can  see,  these 
regulations  are  rigid  and  cumbersome    They  make  it  impossible  or  unreasonably 
burdensome  for  U.S.  manufacturers  to  export  products  that  are  approved  outside  of  the 
U.S.  if  they  have  not  been  approved  by  the  FDA    As  a  result,  these  FDA  regulations 
reduce  the  competitiveness  of  U.S.  manufacturers  and  may  shift  American  jobs  overseas. 

We  therefore  support  the  FDA  Export  Reform  and  Enhancement  Act  which  is 
currently  being  debated  by  Congress  and  is  co-sponsored  by  members  of  this  panel.  This 
bill  would  allow  the  export  of  FDA  regulated  products  without  regard  to  approval  status 
in  the  U.S.  to  those  countries  without  FDA  review.  Reforming  the  current  regulations  will 
eliminate  the  present  burdensome  and  time-consuming  FDA  review  requirements 
mandated  by  law  for  exports  out  of  this  country.  In  addition,  this  modification  in  FDA 
provisions  would  enable  the  export  of  all  FDA  regulated  products  according  to  the  same 
general  rule,  by  recognizing  the  sovereignty  of  the  members  of  the  World  Trade 
Organization. 

Another  set  of  regulations  with  unintended  negative  consequences  for  U.S. 
pharmaceutical  companies  is  that  created  by  the  Drug  Enforcement  Agency  under  the 
"Controlled  Substances  Import  and  Export  Act  (CSIEA)  "  Under  these  regulations,  U.S. 
companies  are  precluded  from  exporting  finished  controlled  pharmaceutical  products  that 
were  produced  from  imported  drug  substance.  Therefore,  a  pharmaceutical  product  under 
development  such  as  remifentanil— a  short-acting  anesthetic  which  was  discovered  and 
developed  in  our  own  US  labs  in  RTP~cannot  be  produced  here  for  export  to  other 
countries.   Such  export  is  prohibited  because  remifentanil  is  made  in  part  from  controlled 
materials  imported  into  the  US 
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The  DEA  regulations  also  prohibit  companies  from  exporting  products  to  another 
country  for  repackaging  for  world-wide  distribution.  As  a  result,  U.S. -based  companies 
have  been  forced  to  move  their  narcotic  drug  manufacturing  operations  overseas  to  avoid 
the  greatly  increased  costs  of  labeling  the  product  in  a  number  of  languages  and  meeting 
foreign  government  regulatory  requirements  from  the  U.S.  Often  companies  based 
overseas,  particularly  in  Europe,  have  extensive  experience  in  labeling  and  distributing 
drugs  throughout  the  worid. 

The  DEA  provisions  were  originally  adopted  in  1922  to  deal  with  a  drug  control 
problem  present  at  the  turn  of  the  century.  The  regulations  were  adopted  to  stop  the  illicit 
use  of  narcotic  drugs,  particulariy  opium,  in  China  and  the  U.S.  This  illicit  traffic  was  due 
in  large  part  to  Japan  and  other  countries  allowing  the  re-export  of  narcotics  without  any 
regulation,  thereby  permitting  drugs  legally  exported  from  the  U.S.  to  Japan  to  be  illegally 
smuggled  into  China  or  back  to  the  U.S.  The  1922  amendments  were  enacted  at  that  time 
because  Congress  could  not  rely  on  the  international  drug  control  treaties  to  regulate  the 
trade  of  narcotic  drugs. 

This  drug  problem  no  longer  exists,  however.  Subsequent  international  agreements 
greatly  tightened  control  over  the  international  movement  of  an  increasingly  large  number 
of  drugs.  For  example,  the  1961  "Single  Convention  on  Narcotic  Drugs"  has  provided 
much  greater  assurance  that  narcotic  drugs  which  are  legally  manufactured  and  traded  will 
not  be  diverted  to  illicit  use.  In  particular,  exporting  countries  must  inform  the 
International  Narcotics  Control  Board  (INCB)  on  narcotic  shipments  and  must  ensure  that 
the  importing  country  approves  of  the  shipment.  The  INCB  can  investigate  any  lo:'"?s  or 
possible  diversion  into  illicit  channels. 

The  present  international  control  over  the  trade  in  narcotic  drugs  differs  markedly 
from  the  lack  of  control  that  existed  in  the  early  1920s.  The  problems  that  Congress 
sought  to  solve  in  1922  by  prohibiting  the  re-export  of  narcotic  drugs  simply  do  not  exist 
for  countries  that  are  party  to  the  Single  Convention.  The  INCB  is  able  to  track  aU 
shipments  of  narcotics  throughout  the  world.  It  would  be  virtually  impossible  for  one 
country  to  import  a  narcotic  drug  and  re-export  it  for  illegal  purposes  without  the 
international  community  knowing  about  it. 
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The  bottom  line?  This  law  no  longer  makes  sense,  and  has  the  unintended  and 
unfortunate  consequence  of  losses  in  U.S.  jobs  with  no  benefit  gained  in  reduced  drug 
abuse.  On  a  local  level,  it  is  a  loss  both  to  Glaxo  Wellcome  and  North  Carolina  that 
products  such  as  remifentanil  must  be  packaged  and  shipped  from  facilities  outside  the 
U.S.  Instead  of  supplying  the  entire  world,  regulatory  limitations  enable  our  company  to 
supply  only  the  U.S.  market.  Clearly,  the  DEA  provisions  should  be  modified  to  allow  re- 
export of  controlled  pharmaceutical  products. 

I  appreciate  the  opportunity  to  address  you  today  and  discuss  with  you  the 
regulatory  hurdles  that  currently  impede  our  ability  to  export  our  products.  I  now  would 
be  happy  to  respond  to  any  questions. 
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ROBERT  J.  KAISER 

VICE  PRESIDENT 

FOR  DOMESTIC  BUSINESS  DEVELOPMENT 

SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS, 

AND  BUSINESS  OPPORTUNITIES 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

June  23,  1995 


Ms.  Chairwoman,  Members  of  the  Subcommittee: 

It  is  a  pleasure  to  appear  before  you  and  the  Subcommittee 
at  this  field  hearing  on  U.S.  exports  and  export  promotion  in  my 
capacity  as  Vice  President  for  Domestic  Business  Development  of 
the  Export  - Import  Bank  of  the  United  States  (Ex-Im  Bank) .   Over 
the  past  ten  years,  I  have  concentrated  my  efforts  in  marketing 
Ex-Im  Bank  programs  and  helping,  in  particular,  small  business 
access  these  programs.   I  thank  you  for  the  opportunity  to 
discuss  the  wide  range  of  financing  programs  Ex-Im  Bank  has 
available  to  support  all  U.S.  exporters,  small  and  large  alike. 

Over  the  last  seven  years,  U.S.  exports  have  contributed  to 
over  one-third  of  U.S.  economic  growth  with  over  seven  million 
American  jobs  being  related  to  exports  and  millions  more 
dependent  upon  the  overall  economic  activity  generated  by  export 
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trade.   Thus,  U.S.  exports  are  playing  a  critical  role  in  driving 
our  economy.   A  crucial  element  of  this  growth  has  been  from 
small  and  medium- size  companies  since  they  represent  the  largest 
segment  of  the  U.S.  employment  base.   In  FY' 93  alone,  small 
businesses  created  around  71%  of  the  1.9  million  total  new  jobs. 
But,  despite  the  size  of  this  market,  the  majority  of  exports 
still  come  from  larger  companies.   The  challenge  for  Ex-Im  Bank 
is  to  tap  this  key  small  business  market. 

Over  the  past  few  years,  the  world  has  dramatically  changed 
with  the  entry  of  billions  of  people  into  the  private  enterprise 
system  and  the  increased  privatization  of  services  that  were  once 
controlled  by  government.   The  opportunities  and  challenges  it 
presents  are  enormous.   If  the  United  States  can  position  itself 
to  take  advantage  of  a  portion  of  these  market  possibilities,  the 
gains  will  be  great.   Both  in  terms  of  U.S.  jobs  and  standard  of 
living. 

To  take  advantage  of  this  changed  environment  and  to  assist 
U.S.  exporters  in  maximizing  U.S.  global  market  share,  the  Bank 
has  changed.   Ex-Im  Bank  has  become  more  flexible  and  innovative 
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in  our  structure,  programs  and  policies  to  respond  to  the  many 
varied  needs  of  our  U.S.  exporters. 

With  surging  trade  deficits,  it  is  more  important  than  ever 
to  optimize  U.S.  exports  --  the  fuel  behind  U.S.  economic  growth. 
If  we  maintain  a  global  perspective  and  seize  the  opportunities, 
the  United  States  will  see  increased  U.S.  export  growth,  which 
will  feed  American  prosperity,  enhance  American  technology  as 
well  as  improve  our  ability  to  compete  in  the  international 
marketplace.   Exports  mean  jobs,  high-paying  jobs  and  a  better 
standard  of  living  for  all  Americans. 

Ex-Im  Bank's  Mission 

Ex-Im  Bank's  mission  is  to  create  and  maintain  high-paying 
jobs  here  in  the  United  States.   We  do  so  by  financing  U.S. 
exports  when  the  private  sector  cannot  or  will  not  step  in  and 
provide  the  necessary  financing,  or  to  meet  subsidized  financing 
from  foreign  governments.   We  are  also  providing  leadership  and 
guidance  in  export  financing  to  the  U.S.  exporting  and  banking 
communities  and  to  foreign  borrowers.   In  addition,  we  actively 
assist  small  and  medium-sized  businesses  to  increase  their 
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exports.   In  an  era  of  budgetary  constraints,  Ex-Im  Bank  is 
leveraging  resources  to  maximize  support  of  U.S.  exports,  while 
at  the  same  time  husbanding  U.S.  taxpayers'  dollars. 

Ex-Im  Bank  has  a  wide  range  of  loan,  guarantee  and  insurance 
programs  to  assist  U.S.  exporters  in  their  export  efforts.   Our 
direct  loan  program  is  designed  to  counteract  the  effect  of 
subsidized  export  financing  by  competitor  governments  and  to 
address  gaps  in  the  availability  of  competitive  private  sector 
financing  for  U.S.  capital  goods  and  services  exports. 

Because  commercial  financing  availability  is  critical  for 
expanded  future  export  sales,  Ex-Im  Bank  will  continue  to 
encourage  private  financial  participation  in  U.S.  export  sales  by 
guaranteeing  or  insuring  banks  and  exporters  against  certain 
commercial  and  political  risks  of  non-payment. 

Finally,  Ex-Im  Bank's  export  credit  insurance  programs 
encourage  additional  exports  by  overcoming  financing  and  risk 
perception  constraints  for  those  exports  requiring  short  and 
medium-term  financing  (180  days  to  360  days/short  to  five 
years/medium) .   Ex-Im  Bank  continues  to  play  an  important  role  in 
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this  area  since  exporters,  particularly  small  and  medium-sized 
businesses,  still  experience  difficulties  in  obtaining  export 
credit  insurance  coverage  from  the  private  sector.  ' 

In  FY' 93  and  FY' 94,  Ex-Im  Bank  supported  over  $17  billion 
of  U.S.  exports,  which  in  turn  supported  approximately  340,000 
U.S.  jobs  each  year. 

Expanded  Support  in  Critical  Areas 

To  respond  to  U.S.  exporters'  needs,  Ex-Im  Bank  has  expanded 
our  support  of  U.S.  exports  in  several  critical  areas:  higher 
risk  markets,  specialized  financing,  and  tied  aid. 

Ex-Im  Bank  now  provides  expanded  coverage  in  higher  risk 
markets  in  over  4  0  countries  around  the  world.   We  will  provide 
medium- term  support  (up  to  five  years)  in  markets  where 
previously  we  offered  only  short-term  support (up  to  one  year), 
and  we  will  provide  long-term  support  (up  to  seven  years)  in 
those  markets  where  previously  we  offered  only  short  and  medium- 
term  support.   By  increasing  our  exposure  in  difficult  markets. 
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we  will  substantially  boost  and  make  a  difference  to  U.S. 
exporters  in  gaining  market  share. 

To  meet  the  needs  of  U.S.  exporters  in  very  specialized  and 
technical  financing  areas,  Ex-Im  Bank  has  created  an  Aircraft 
Division  and  Project  Finance  Division.    The  creation  of  these 
specialized  divisions  has  enhanced  our  capacity  to  facilitate  and 
expedite  efficient  customer  service  and  support  of  these  two  very 
specialized  growth  areas. 

Limited  recourse  project  finance  is  an  area  of  tremendous 
growth  and  demand  due  to  the  emphasis  by  foreign  governments  in 
emerging  markets  on  privatization,  the  need  to  reduce  sovereign 
obligations  and  the  need  to  accelerate  infrastructure  development 
in  power,  communications  and  transportation,  which  is  necessary 
for  their  further  economic  growth.   Limited  recourse  project 
finance  is  a  type  of  private  financing  where  repayment  is  based 
on  the  cash  flow  from  the  project,  rather  than  a  sovereign 
guarantee  of  the  debt.   Both  of  these  programs  are  structured  to 
require  only  modest  amounts  of  subsidy  appropriations. 
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Finally,  Ex-Im  Bank's  new  tied  aid  policy  which  went  into 
effect  in  April,  1994,  enables  Ex-Im  Bank  to  aggressively  match 
foreign  tied  aid  credits  in  critical,  emerging  markets  where 
there  is  the  possibility  of  follow-on  business.   By  helping  U.S. 
exporters  win  deals  against  foreign  tied  aid  finance  competition, 
we  will  deter  our  competitors  from  relying  on  costly  trade- 
distorting  finance  policies. 

The  new  policy  also  enables  Ex-Im  Bank  to  act  at  a  very 
early  stage  in  the  project  negotiation  and  throughout  the  bidding 
process.    In  addition,  it  provides  us  with  the  flexibility  to 
respond  to  offers  of  higher  concessional ity  financing  to  untied 
offers  that  are,  in  fact,  tied  aid.   The  new  policy  also  provides 
special  support  to  small  businesses  that  face  tied  aid 
competition. 

Since  April,  Ex-Im  Bank  has  offered  to  match  actual  or 
potential  foreign  tied  aid  offers  for  29  separate  foreign 
projects,  involving  over  $2  billion  of  potential  U.S.  export 
sales.   Of  these  29  transactions,  16  involved  U.S.  small 
businesses . 
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Small  Business 

Ex-Im  Bank  plays  an  absolutely  critical  role  for  small 
business  since  two  of  the  major  impediments  to  small  business 
exports  are  access  to  marketing  information  and  finance. 
Unfortunately,  small  business  exporters  are  not  always  able  to 
access  trade  finance  through  commercial  sources. 

Over  the  past  year  and  three  quarters,  one  of  Ex-Im  Bank's 
primary  goals  was  to  improve  our  support  for  small  business.   As 
a  result,  it  has  been  a  key  area  of  change  and  focus  for  Ex-Im 
Bank's  export  financing  efforts.   Through  program  and  policy 
changes,  we  are  achieving  greater  accessibility,  utilization  and 
efficiency  of  our  small  business  programs.   First  and  foremost, 
small  business  has  been  mainstreamed  throughout  Ex-Im  Bank's 
Business  Development  and  Export  Finance  Groups .   We  now  have  a 
toll  free  number,  1-800-565-EXIM,  for  quick  and  easy  access  to 
Ex-Im  Bank  and  information  cQsout  our  services.  This  has  been 
extremely  beneficial,  especially  for  small  and  medium-sized 
businesses.   In  addition,  Ex-Im  Bank  has  strengthened  our  program 
support  at  all  stages  of  the  financing  cycle. 
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For  pre-export  financing,  we  have  improved  our  working 
capital  guarantee  program  so  that  banks  find  it  more  attractive. 
Pre-export  financing  is  short-term  financing  used  to  build  the 
inventory  needed  to  fulfill  export  opportunities.   We  have  also 
instituted  a  new  delegated  authority  program  so  that  qualified 
lenders  can  commit  our  guarantee  for  up  to  $2  million  per 
borrower.   Delegated  authority  has  allowed  small  exporters  to 
receive  financing  commitments  locally  and  quickly  and  enabled 
delegated  lenders  to  market  our  programs  aggressively.   We  have 
harmonized  our  programs  with  the  Small  Business  Administration 
(SBA) ,  which  will  make  local  access  to  the  programs  easier  for 
small  businesses.   In  addition,  we  have  expanded  our  Priority 
Lender  Program,  which  improves  the  processing  time  on  Working 
Capital  Guarantee  transactions  of  up  to  $5  million. 

As  a  result  of  program  enhancements,  FY '94  was  a  record  year 
for  the  Working  Capital  Guarantee  Program.   Ex-Im  Bank  approved 
164  final  commitments  totalling  $181  million.   We  are  predicting 
an  even  better  year  for  FY' 95,  including  authorizations  totalling 
$300  million,  a  66%  increase  over  the  FY' 94  all-time  high.   As  of 
June  12,  1995,  we  are  well  along  the  way  with  authorizations  of 
$165.1  million  working  capital  guarantees.   This  represents  a  40% 
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increase  in  dollars  terms  and  in  overall  activity  level  in 
comparison  to  FY' 94.   A  large  percentage  of  this  increase  is 
attributed  to  delegated  authority  to  the  banks.  To  date,  Ex-Im 
Bank  has  approved  delegated  authority  for  50  commercial  banks. 

We  have  also  revised  our  small  business  and  umbrella 
insurance  policies.   These  policies  assist  exporters  with  less 
export  experience  and  lower  annual  shipments.   They  also  have 
higher  levels  of  coverage  and  numerous  enhancements  to  meet  the 
special  needs  of  the  small  business  exporter.   To  expand  the  use 
of  these  policies,  we  have  increased  the  overall  export  credit 
sales  volume  limit  from  $2  million  to  $3  million. 

In  addition,  we  have  embarked  on  an  aggressive  outreach 
program  to  insurance  brokers  providing  them  with  training  and 
increased  commissions. 

As  a  result  of  enhancements  to  our  small  business  insurance 
programs,  we  had  a  26%  increase  in  insureds,  and  a  43%  increase 
in  shipments  under  the  two  special  policies  in  FY '94.   Small 
business  insurance  activity  for  FY '94  totaled  $1.3  billion  and 
accounted  for  76%  of  exporters  holding  Ex-Im  Bank  insurance 
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policies  and  47%  of  shipments.   For  the  first  half  of  FY' 95, 
small  business  exporters  holding  active  insurance  policies  are  up 
17%. 

Because  of  the  many  program  enhancements  and  changes,  Ex-Im 
Bank  in  FY' 94  authorized  over  $1.7  billion  in  small  business 
financing,  which  comprised  1,261  transactions.   We  have  also 
assisted  around  110  small  businesses  under  our  Working  Capital 
Guarantee  Program  and  at  least  157  small  businesses  under  the 
insurance  program  that  had  never  used  any  of  Ex-Im  Bank's 
programs .   These  program  enhancements  and  changes  have  assisted 
more  small  businesses  to  enter  and  compete  in  the  global 
marketplace.   So  far  activity  levels  in  FY' 95  indicate  these 
changes  have  had  the  desired  results.   Small  business  program 
utilization  is  up  across  the  board.   But,  we  have  just  started. 
FY' 95  will  be  a  good  year  for  small  business  at  Ex-Im  Bank,  but 
we  believe  FY '96  will  be  even  better. 

Small  Business  Outreach 

Outreach  to  small  business  is  a  top  priority  for  Ex-Im  Bank. 
We  have  asked  the  Ex-Im  Bank  Advisory  Committee  to  focus  on  small 
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business  issues  as  their  main  theme  for  1995.   In  fact,  at  our 
Advisory  Committee  just  last  week  we  had  an  in  depth  review  and 
discussion  on  ways  to  stimulate  and  effect  a  more  positive  small 
program.   And,  once  again  Ex-Im  Bank  focused  on  small  business 
during  our  Annual  Conference  in  May.   We  are  increasing  outreach 
through  direct  mail  and  training  to  associations  such  as  the 
National  Association  of  Manufacturers  (NAM) ,  the  Capital 
Equipment  Exporters  Council  (CEEC) ,  the  Small  Business  Exporters 
Association  (SBEA) ,  the  Bankers'  Association  for  Foreign  Trade 
(BAFT),  the  U.S.  Chamber  of  Commerce,  and  the  American 
Electronics  Association  (AEA) . 

City/State  Program 

Small  business  owners  have  difficulty  accessing  information 
from  Washington.   In  1989,  Ex-Im  Bank  initiated  the  Ex-Im  Bank 
City/State  program.   Under  the  program,  we  educate  state  and 
local  officials  in  Ex-Im  Bank  programs  so  they  can  be  a  local 
resource  for  smaller  exporters.   Exporters  can  then  obtain 
information  and  assistance  on  Ex-Im  Bank  programs  without  leaving 
the  state. 
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There  are  now  31  participants  in  the  Ex-Im  Bank  City/State 
program.   In  calendar  year  19  94,  Ex-Im  Bank  supported  in  excess 
of  $300  million  in  U.S.  exports  through  this  outreach  effort. 
We're  projecting  this  partnership  to  grow  to  34  locations  by  the 
end  of  this  year  and  volume  could  be  in  the  range  of  $500  million 
annually.   This  partnership  will  work  hand  in  hand  with  the  U.S. 
Export  Assistance  Centers  being  opened  throughout  the  country. 
We  believe  this  cooperation  among  Federal,  State  and  private 
sector  entities  holds  great  promise  and  will  enable  smaller 
exporters  to  access  locally  more  services  than  ever  before. 

Trade  Promotion  Coordinating  Committee  (TPCC)  and  USEACs 

In  addressing  the  different  export  needs  of  small  business, 
the  TPCC  created  the  U.S.  Export  Assistance  Centers  (USEAC) ,  or 
one-stop  shops.   The  USEACs  provide  export  counseling, 
information  on  sales  opportunities  in  international  markets,  and 
easy  access  to  government  export  financing  programs. 

The  USEACs  provide  all  Federal  export  promotion  and  trade 
finance  programs  in  a  central  location,  including  resources  from 
Ex-Im  Bank,  the  Department  of  Commerce  and  the  SBA.   The  USEACs 
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also  integrate  federal  services  with  other  local,  state,  and 

I        private  sector  providers.   Ex-Im  Bank  staff  and  City/State 

i 

partners  are  an  integral  part  of  the  new  USEACs. 

Four  USEACs  are  currently  operating  in  Baltimore,  Miami, 
Chicago  and  Long  Beach.   Ex-Im  Bank  co-located  staff  in  the 
Chicago  and  Miami  USEACs  because  Ex-Im  Bank  Regional  Offices  were 
already  operating  in  those  cities.   Ex-Im  Bank  provided  support 
to  the  Long  Beach  and  Baltimore  USEACs,  the  remaining  two 
original  sites,  on  an  as  needed  basis.   The  success  of  this 
program  is  exemplified  by  the  Baltimore  USEAC.   Since  January 
1994,  the  USEAC  has  generated  about  $74  million  in  export 
transactions,  working  in  cooperation  with  the  Ex-Im  Bank 
City/State  partner  for  Maryland.   By  the  end  of  this  calendar 
year,  the  participating  agencies  are  scheduled  to  open  eleven 
more  regional  USEACs.   There  will  be  26  smaller  district  USEACs 
operated  and  staffed  by  the  U.S.  Department  of  Commerce. 

The  TPCC  is  also  able  to  help  companies  located  in  cities 
and  states  without  USEACs  or  Commerce  District  Offices. 
Companies  can  access  U.S.  Government  export  assistance  through 
the  Trade  Information  Center  (TIC),  located  in  the  U.S. 
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Department  of  Commerce,  by  telephoning  the  TIC  at  1-800 -USA-TRADE 
for  information  on  export  counseling;  seminars/conferences; 
foreign  markets;  overseas  buyers;  export  financing;  and  technical 
assistance . 

Environmental  Exports  Program 

Ex-Im  Bank  is  also  actively  increasing  its  outreach  program 
to  the  environmental  industry,  to  make  U.S.  firms  more  aware  of 
its  products  and  services.   Not  only  are  we  actively  advocating 
environmental  exports  with  private  sector  trade  associations,  but 
we  have  also  established  a  strong  interagency  working 
relationship  with  all  of  the  relevant  federal  agencies  that  work 
on  environmental  projects. 

Ex-Im  Bank  has  also  established  an  "Environmental  Exports 
Program. "   This  program  was  specifically  designed  to  enhance  the 
level  of  support  for  transactions  that  are  considered 
environmentally  beneficial.   The  program  provides  for  new, 
enhanced,  short-term  insurance  coverage  and  enhanced  medium  and 
long-term  support  packages  for  qualifying  transactions.   The 
features  of  the  medium  and  long-term  program  include  provisions 
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for  coverage  of  up  to  15%  of  the  U.S.  contract  price  for  local 
costs,  capitalization  of  interest  during  construction,  and  the 
longest  repayment  period  permitted  under  existing  agreements,  all 
of  which  makes  U.S.  environmental  exporters  more  competitive. 

In  FY' 94,  under  this  program,  Ex-Im  Bank  authorized  over 
$771  million  for  environmental  export  transactions. 

Conclusion 

Increased  exports,  from  all  companies  whether  they  are  small 
or  large,  will  strengthen  our  economy  and  our  international 
competitiveness.   They  are  key  to  our  economic  growth,  health  and 
well-being,  producing  better  high-paying  jobs  and  a  higher 
standard  of  living.   Small  and  medium-sized  business  exports  are 
a  crucial  element  of  this  equation,  for  they  represent  the 
largest  base  of  U.S.  employment  and  are  increasingly  responsible 
for  a  larger  share  of  U.S.  exports.   But,  the  biggest  obstacles 
these  companies  face  are  lack  of  awareness  of  and  access  to 
government  financing  programs.   Ex-Im  Bank  has  revised  our 
structure,  policies  and  programs  to  better  service  U.S.  exporters 
needs  and  to  attract  a  broader  spectrum  of  lenders  into  the 
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market.   And,  we  are  continuing  to  look  for  better  strategies  to 
expand  our  support  of  U.S.  exporters,  especially  small  business 
exporters. 

Ms.  Chairwoman,  I  will  be  happy  to  answer  any  questions  that 
you  may  have  at  this  time. 
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TESTIMONY  BY  MR.  BAHADZR  KALELZ 

CODHSELOR  AT  THE  TURKISH  EMBASSY 

BEFORE  HEARING  ON 

"GLOBAL  TRADE  OPPORTUNITIES" 

WILMINGTON,  NC 

JUNE  23,  X99S 


I  would  like  to  begin  by  expressing  my  thanks  to  the  members 
of  the  North  Carolina  Congressional  delegation  for  arranging 
this  hearing  and  particularly  to  Congresswoman  Eva  Clayton, 
whose  generous  hospitality  made  my  participation  here  today 
possible.  I  fully  appreciate  this  delegation's  interest  and 
commitment  to  constructive  dialogue  in  exploring  various  avenues 
to  expand  cooperation  and  promoteA^a^  ^o^tt^^^^rvci.  relations.  As  a 
representative  of  the  Turkish  Embassy,  I  am  certainly  pleased  to 
have  this  opportunity  to  present  a  Turkish  perspective  on 
cooperation  in  global  trade. 

Turkey  and  the  US  have  enjoyed  a  close  alliance  and. 
friendship  for  nearly  half  a  century.  During  this  time  our 
relations  have  matured  into  a  strong  "enhanced  partnership," 
based  on  the  very  principles  we  hold  in  common:  namely,  freedom, 
democracy  and  free  enterprise.  The  close  relationship  between 
Turkey  and  the  US  directly  serves  our  mutual  interests.  It  has 
done  so  for  decades  and  will  continue  to  do  so  well  into  the 
next  century.  It  is  our  common  objective  and  goal  at  this  stage 
to  improve  it,  diversify  it,  and  make  it  more  effective  in  our 
changing  times.  The  moment  is  ripe  to  achieve  this  by  further 
developing  the  economic  and  commercial  dimensions  of  our 
relationship.    Indeed,   Turkey  and  the  US  are  working  closely 
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together  towards  that  end,  individually,  bilaterally,  regionally 
and  globally. 

Increasing  bilateral  economic  cooperation  between  our  two 
nations  on  matters  of  trade  as  well  as  joint  business  and 
investment  ventures  not  only  serves  to  strengthen  our  respective 
domestic  economies,  but  it  likewise  contributes  to  the 
maintenance  of  a  prosperous  international  economic  climate, 
where  peace  and  good-will  characterize  the  political  relations 
between  nations.  The  link  between  economic  interdependence  and 
political  cooperation  is  real  and  must  not  be  overlooked.  In 
fact,  the  two  go  hand  in  hand.  Thus,  deepening  and  expanding 
Turkish-US  "economic  relations  is  a  priority  for  achieving  both 
economic  growth  and  political  stability. 

At  a  bilateral  level,  Turkey  and  the  US  have  consolidated  the 
very  importance  of  economic  cooperation  with  the  establishment 
of  the  Turkey-US  Joint  Economic  Commission  (JEC) .  This 
Commission,  which  meets  regularly,  recognizes — on  the  one 
hand — the  significant  economic  potential  of  Turkey  both  for  the 
region  and  the  United  States  and  affirms — on  the  other  hand — US 
support  for  Turkey's  economic  growth  and  prosperity.  The 
Commission's  work  is  a  positive  means  of  furthering  Turkish-US 
bilateral  commercial  relations.  During  the  latest  round  of 
deliberations  in  March,  a  wide  variety  of  subjects  was  taken  up 
and  discussed  extensively  as  reflected  in  the  Joint  Communique 
that  was  released  at  the  end  of  the  meeting.  In  addition  to 
substantive  bilateral  trade   issues,  such  diverse  topics  as 
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avoidance   of   double   taxation   as   well   as   environment   and 
agricultural  cooperation  were  also  discussed. 

Through  the  work  of  the  JEC,  the  groundwork  has  been  laid  for 
effective,  multi-dimensional  economic  cooperation  in  order  to 
facilitate  business,  trade  and  investment. 

The  Turkish  market  and  economy  have  enormous  opportunities 
and  largely  untapped  potential — certainly  worthy  of  further 
exploration  by  our  American  friends.  The  Turkish  Government  is 
taking  important  steps  to  create  better  conditions  and  more 
opportunities  for  trade  and  investment.  Turkey's  commitment  to 
that  effect — namely,  its  structural  reforms,  market 
liberalization,  privatization,  schemes  facilitating  investment 
such  as  the  BOT  models  and  agro-business  opportunities — has 
prompted  the  US  to  acknowledge  and  recognize  Turkey's  special 
status  and  enormous  potential  by  designating  her  a  Big  Emerging 
Market  and  by  placing  her  as  one  of  the  targets  for  its  National 
Export  Strategy.  These  initiatives  work  to  attract  and  generate 
more  trade  and  investment.  They  are  also  a  suitable  gateway 
particularly  for  small  and  medium-sized  businesses — which  many 
of  you  here  today  represent — to  participate  in  the  Turkish 
economy.  Indeed,  it  is  a  fact  that  Turkish  production  is 
organized  more  in  the  form  of  smaller  amounts  and  short  notice 
deliveries  rather  than  large  volume  orders.  Given  the  nature  of 
the  Turkish  market,  small  US  businesses  have  an  advantage  in 
tapping  into  the  market  and  meeting  the  needs  at  hand.  More 
generally,   Turkey's  opportunities   for   investment  and  joint 
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ventures  mirror  the  target  areas  set  out  by  the  BEM  and  National 
Export  strategies  of  the  US.  Through  this,  increased  resources 
can  be  channeled  to  projects  in  Turkey  in  such  areas  as  the 
energy  sector,  power  generation,  telecommunications,  transport, 
and  agro-business.  This  will  certainly  make  a  difference  and 
help  us  reach  larger  volumes  of  trade  and  investment. 

The  US  has  always  been  one  of  Turkey's  leading  trade 
partners,  ranking  in  second  place  in  terms  of  both  exports  and 
imports.  Although  the  volume  of  this  bilateral  trade  reached  4.3 
billion  dollars  last  year,  we  believe  it  is  still  rather  far 
from  reaching  its  maximum  potential.  Turkish  exports  to  the  US 
reached  1.6  billion  dollars  in  1994,  while  we  imported  2.8 
billion  dollars  worth  of  goods  from  the  US.  Taking  into 
consideration  recent  developments  in  our  bilateral  economic  and 
trade  relations,  it  is  very  realistic  that  our  trade  volume  can 
at  least  double  in  the  coming  years.  The  Turkish  and  American 
business  communities  ought  to  continue  examining  the 
possibilities  of  realizing  this  objective — not  only  for  their 
respective  markets  but  also  through  joint  ventures  in  third 
countries. 

By  virtue  of  her  geographic  location  at  the  crossroads  of 
three  continents,  Turkey  is  in  an  unparalleled  position  to  serve 
as  a  dependable  and  stable  economic  and  investment  gateway  into 
the  vast  eocrging  markets  around  her — stretching  from  tha  Black 
Sea  Rttgion,  to  Central  Asia,  the  Middle  East  and  Europe. 
Engaging  in  partnerships  with  Turkey  in  these  regions  in 
beneficial  not  only  because  of  Turkey's  long-time  extensive 
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social,  cultural  and  economic  cooperation  with  these  countries 
which  has  provided  her  firsthand  experience  as  well  as  a  ready 
infrast'-ucture  for  other  prospective  investments.  To  give  you 
an  idea  about  this  immense  background,  let  me  site  the  fact  that 
Turkish  private  sector  projects  in  Central  Asian  and  Azerbaijan 
alone  for  the  last  two  years  totals  3.75  billion  dollars.  As  a 
trusted  and  reliable  friend  in  the  area,  it  is  quite  evident 
that  Turkey  might  very  well  use  its  status  to  serve  as  a  bridge 
and  partner  for  other  investors,  especially  those  from  Europe 
and  the  United  States  for  instance,  who  wish  to  enter  these 
emerging  markets. 

In  sum,  Turkey  is  currently  engaged  in  a  dynamic  process  of 
economic  development,  modernization  and  free  market 
liberalization  and  privatization  that  creates  opportunities  for 
growth  and  investment  as  well  as  increased  trade  and  commercial 
ventures  for  American  businesses.  As  a  nation  of  60  million 
people  situated  at  the  crossroads  of  three  continents,  with  a 
young  and  qualified  labor  force,  an  expanding  infrastructure, 
the  Turkish  economy  has  moved  from  one  that  was  highly  inward- 
looking  and  centrally  planned  to  one  that  is  increasingly 
outward- looking,  liberal  and  driven  by  market  forces.  Turkey  at 
present  boasts  the  world's  17th  largest  economy.  Our  GNP  is 
approximately  equal  to  more  than  282  billion  US  dollars  in  terms 
of  purchasing  power.  During  the  last  decade,  our  growth  has 
averaged  5%.  We  are  ranked  29th  in  world  competitiveness  and 
with  continued  reforms,  we  are  projected  to  move  into  the  top 
20.  We  are  ready  and  open  to  further  American  investment. 
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Nevertheless,  our  actions  in  Turkey  alone  for  economic 
development  can  only  go  so  far.  Our  respective  governments  can 
only  prepare  the  conditions  for  business  and  investment,  whether 
for  our  individual  domestic  economies  or  to  improve  economic 
relations  between  us.  In  this  respect,  Turkey  and  the  US  have 
made  great  strides  in  furthering  our  bilateral  commercial 
relations.  It  is  now  up  to  the  business  community,  to  explore 
and  take  advantage  of  these  opportunities.  Let  there  be  no 
question:  the  opportunities  are  in  fact  very  real  for  American 
enterprises,  both  large  and  small,  to  do  business  with  and 
invest   in  Turkey. 

This  is  precisely  why  the  US  Government  designs  schemes  like 
the  BEM  and  the  National  Export  Strategy  and  why  the  Turkish 
Government  continues  with  reforms  to  create  attractive 
incentives  to  investors  and  entrepreneurs.  This  hearing  is  also 
held  with  the  same  purpose  in  mind,  which  I  confidently  hope 
will  be  rightly  served. 

Thank  you. 
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Statement  of 

North  Carolina  Farm  Bureau 

To  The 

Small  Business  Committee 

Subcommittee  on 

Procurement,  Exports  and  Business  Opportunities 

Representative  Donald  Manzullo,  Chairman 

Presented  by  Fred  N.  Knott 

National  Affairs  Coordinator 

June  23,  1995 


Mr.  Chairman  and  distinguished  subcommittee  members,  my  name  is  Fred  Knott  and  I  am 
here  today  to  speak  on  behalf  of  the  farm  family  members  of  North  Carolina  Farm  Bureau. 
Farm  Bureau,  with  a  membership  of  more  than  360,000,  is  our  state's  largest  general  farm 
organization. 

Agriculture  is  a  very  vital  part  of  North  Carolina's  economy.  The  last  available  figures 
indicate  that  agricultural  and  forestry  industries  contributed  $42.1  billion  to  the  Gross  State 
Product  in  1993,  accounting  for  more  than  28%  of  the  state  total.  That  same  year  producer 
sales  of  farm  commodities,  forest  products  and  marine  products  exceeded  $6.4  billion. 
Nationally,  the  food  industry  contributes  about  16%  of  the  Gross  Domestic  Product  and 
employs  about  18%  of  the  U.S.  work  force. 

North  Carolina  ranks  first  among  the  states  in  tobacco,  sweet  potatoes  and  turkey 
production;  second  in  pork,  cucumbers  for  pickles,  and  trout  production;  and  has  a 
significant  presence  in  poultry,  peanuts,  cotton  and  a  wide  variety  of  other  products. 

Small  businesses  such  as  farms  create  nearly  three-fourths  of  all  new  jobs  in  America. 
Farmers,  as  small  business  owners,  are  rightfully  proud  of  their  contribution  to  the  economic 
well-being  of  this  nation. 

Importance  of  Exports 

Farmers  recognize  that  their  economic  future  is  heavily  dependent  upon  their  ability  to 
compete  in  the  global  market.  Agricultural  exports  from  the  United  States  arc  expected  to 
exceed  $51  billion  for  the  year  ending  in  September.  This  figure  is  well  above  the  previous 
year's  figure  of  $43.5  billion. 

Exports  from  all  North  Carolina  industries  totaled  $13.7  billion  in  1994.  Products 
originating  in  the  farm  fields,  forest  and  waters  of  the  state  accounted  for  $3.7  billion  or 
one-fourth  of  the  total.  Tobacco  products  led  the  list  with  $1.2  billion  in  export  value. 

Federal  Support  For  Agriculture 

Farm  Bureau  supports  efforts  to  bring  federal  spending  in  line  with  revenues.  Agriculture 
has   already   made   significant  contributions   to  the  process   of  reducing  government 
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expenditures  and  is  preparing  to  take  significant  additional  cuts  in  farm  program 
expenditures.  In  the  rush  to  find  budget  savings,  we  should  take  care  that  we  do  not 
dismantle  those  programs  which  have  made  this  nation  the  envy  of  the  world. 

Agricultural  research  has  provided  American  farmers  the  tools  to  be  among  the  most 
efficient  producers  of  food  and  fiber  in  the  world.  Farm  Bureau  is  concerned  that  deep  cuts 
in  agricultural  research  funding  will  stymie  technology  development  which  will  be  needed 
by  farmers  competing  in  the  global  market. 

Nearly  static  domestic  demand  for  agricultural  products  dictates  that  all  reasonable  means 
be  employed  to  develop  and  maintain  foreign  markets.  The  agricultural  community  and  the 
economy  in  general  have  benefitted  from  government  assistance  in  accessing  and  servicing 
foreign  markets.  Maintaining  strong  commodity  prices  is  the  key  to  a  healthy  agricultural 
economy.  Export  expansion  increases  the  prices  received  by  farmers  and  reduces  the  cost 
of  domestic  commodity  price  and  income  support  programs. 

Farmers  are  generally  ready,  willing  and  able  to  compete  in  markets  that  are  truly  open  and 
competitive.  Trade  agreements  such  as  the  General  Agreement  on  Tariffs  and  Trade 
(GATT)  and  the  North  American  Free  Trade  Agreement  (NAFTA)  are  steps  in  the  right 
direction,  but  the  cold  facts  of  the  matter  are  that  there  is  no  such  thing  as  a  level  playing 
field.  Under  the  provisions  of  GATT,  the  European  Union  can  outspend  the  United  States 
by  nearly  5  to  1  on  domestic  and  export  support  payments  for  agriculture  during  the  first 
year.  This  disparity  grows  during  subsequent  years.  The  impact  of  losing  the  import 
protection  of  Section  22  of  the  Agricultural  Adjustment  Act  of  1938  will  soon  become 
apparent  as  the  new  GATT  rules  take  effect.  Now  is  not  the  time  to  diminish  support  for 
agricultural  research  and  GATT  legal  export  assistance  programs. 

The  Foreign  Agriculture  Service  (FAS)  within  the  U.S.  Department  of  Agriculture  (USDA) 
has  been  a  positive  force  in  establishing  and  maintaining  export  markets.  American 
agriculture  needs  that  assistance  now  more  than  ever.  Programs  such  as  the  Market 
Promotion  Program,  Market  Development  Cooperator,  Export  Enhancement  Program  and 
Public  Law  480  each  have  a  positive  impact  on  agriculture.  We  feel  that  the  USDA  is  in 
the  best  position  to  effectively  and  efficiently  administer  these  programs  and  see  little  to  be 
gained  from  moving  any  of  these  programs  to  other  departments.  We  fear  that  such  moves 
would  subject  these  programs  to  additional  philosophical  and  political  influences  and  destroy 
their  effectiveness. 

We  do  not  intend  to  imply  that  there  is  not  room  for  improvement  and  refinement  of  these 
programs.  For  example,  we  consider  it  blatantly  unfair  to  farm  families  producing  tobacco 
to  have  this  commodity  excluded  from  the  Market  Promotion  Program.  Tobacco  products 
are  North  Carolina's  major  export  category  and  deserve  equal  treatment  with  other 
agricultural  commodities. 

Thank  you  for  this  opportunity  to  comment. 
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Conunents  on  Global  Trade  Opportunities 

Prepared  as  a  Supplement  tu  Uie  Record 

of  the  June  23,  1995  Uearing  on  Global 

Trade  Opportunities,  Wilmlagton,  NC 

Submitted 

June  30,  1995  by 

Charles  £.  Kudla 

4821  Edgerlon  Ct,  #810 

Raleigh,  NC  27612 

Congicsswoman  Oayton,  Congressman  Rose,  Members  of  the  North  Carolina  Congressional 
Delegation,  and  Members  of  the  House  Subcomnuttee  on  Procurement,  Export  and  Business 
Opportunities,  thank  you  for  inviting  me  to  the  June  23.  1993  Hearing  on  Global  Trade      , 
Opportunities  that  was  held  in  Wilmington,  NC.  Your  concern  over  and  interest  in  the  views 
and  opinions  of  North  Carolina's  government,  business  and  private  sectors  regarding  this 
important  and  timely  topic  are  deeply  appreciated. 

While  the  Congressional  hearing,  in  Wilmington,  was  devoted  to  opportunities  in  international 
trade,  these  comments  focus  on  the  threats,  to  those  opportunities,  that  have  manifested 
themselves  in  the  form  of  drafts  of  the  Chrysler  Bill,  which  formally  proposes  dismantling  the 
Department  of  Commerce  and  abolishing  all  domestic  operations  of  the  U.S.  and  Foreign 
Commercial  Service. 

The  Chrysler  BiU,  and  anything  that  resembles  it,  is  a  terrible  mistake.  It  has  the  potential  to 
(1)  impede  the  globalization  of  U.S.  business  interests,  for  both  large  established  and 
emerging  small  businesses,  (2)  threaten  the  National  Security  by  seriously  hindering  U.S. 
business'   interests,  in  a  n^dly  growing  world  economy.and  thus,  contribute  to  dc- 
stabilization  of  our  domestic  economy  and  increase  unemployment,  (3)  destroy  that  which 
Congress  has  achieved  with  regard  to  forming  a  united  domestic  coalition  comprised  of 
government,  business  and  individual  interests,  and  (4)  be  recorded  in  history  as  paramount  to 
'An  Act  of  Congressional  Lunacy  or  Treason".  Passing  the  Chrysler  Bill,  a  time  when 
Congressional  leadership  is  needed  to  insure  that  the  United  States,  a  SOD  year  old 
international  trading  company,  has  the  necessary  high  tech  tools  and  informadorud  sources 
required  to  successfully  compete  with  the  other  trading  companies  of  the  world,  some  of 
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whom  have  histories  dating  back  to  4000  B.C.,  would  be  a  serious  error  and  an  action  that 
would  be  counter  to  the  best  interest  of  the  United  States  and  her  allies. 

I  urge  you  to  (1)  table  consideration  of  the  Chrysler  Bill,  (2)  formulate  a  "systems  approach" 
for  dismantling  operations  of  the  government  that  have  become  out  dated  or  unnecessary,  but 
that  preserves  those  functions  of  government  that  so  capably,  like  those  of  the  U.S. 
Department  of  Commerce,  do  for  the  people  what  they  cannot  do  for  themselves,  in  today's 
globally  competitive  environment,  (3)  provide,  through  open  public  hearings,  full  disclosure  of 
the  details  and  ramifications  of  any  attempt  to  dismantle  agencies  of  the  U.S.  Government,  (4) 
consider  alternatives,  such  as,  establishing  independent,  self-supporting,  not-for-profit 
government  corporations  that  concentrate  the  expertise  of  government  that  has  been  developed 
(and  paid  for  once  by  tax  payers)  over  the  years,  and  privatize  the  services  that  they  provide, 
and  (5)  learn  to  "think  outside  of  your  box"  -  often  those  closest  to  the  battle  for  Capital  Hill 
seem  blinded  by  smoke  screens,  which  sometimes  are  the  result  of  friendly  fire. 

Although  more  detail  follows,  in  summary,  I  have  almost  twenty  years  of  experience,  on  all 
sides  of  the  regulatory  fence,  that  has  required  assimilation,  use  and  analysis  of  detailed 
information  from  which  conclusions  have  been  drawn  and  recommendations  made  that  have 
resulted  in  decisions  that  have  affected  domestic  and  international  business  and  trade  in  all 
sectors  of  the  economy.  I  am  extremely  delighted  to  be  able  to  come  before  you  and  truthfully 
say  that  I  have  had  the  pleasure  of  working  for  organizations  who,  like  the  U.S.  Congress,  in 
executing  their  respective  missions  strived  to  balance  their  individual  interests  with  the  best 
interest  of  the  public.  It  is  in  that  light  that  these  comments  are  offered. 

Professionally,  I  am  a  Market  Development  Specialist,  in  the  Corporate  Business  Development 
and  Services  Department  of  Underwriters  Laboratories  Inc.  (UL)',  in  Research  Triangle  Park, 
North  Carolina.  Underwriters  Laboratories  is  the  world's  largest  independent,  not-for-profit 
product  safety  testing  and  certification  organization.  UL  provides  ISO  900  registration, 
commodity  inspection,  certification  for  product  safety  and  commercial  testing  for  the 
regulatory  and  private  sectors.  UL,  through  its  work  in  international  standards  bodies  and  its 
Memorandums  of  Understanding  with  similar  organizations  throughout  the  world  is  a  major 
contributor  to  international  trade  and  global  product  safety.  Additionally,  informational, 


'  These  comments  represent  the  views  and  opinions  of  the  submitter.  These  comments  do 
not  necessarily  represent  the  views  and  opinions  of  Underwriters  Laboratories  Inc. 
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educational  and  export  assistance  programs  are  available  to  manufacturers  and  exporters 
through  UL.   Also,  I  am  UL's  corporate  member  to  the  North  Carolina  World  Trade  Center. 

Currently  my  assignments  require,  among  other  things,  the  retrieval  and  analysis  of  available 
information  and  development  of  situation  analyses  and  business  plans  for  UL's  corporate 
business  development  in  both  the  domestic  and  international  markets.   In  carrying  out  these 
assignments,  I  often  heavily  rely  on  the  high  quality  and  root  information  that  is  available 
from  numerous  sources  within  the  Department  of  Commerce  and  from  its  staff  in  the  Foreign 
Commercial  Service  at  U.S.  Embassies  abroad.  (Eliminating  the  sources  of  this  root 
information  is,  in  my  opinion,  equivalent  to  burning  the  books.  As  a  Vietnam  Veteran  I  find 
this  particularly  disturbing.) 

I  began  my  career  with  the  U.S.  Environmental  Protection  Agency  (EPA),  Region  V, 
Chicago,  Illinois,  where  I  developed  major  portions  of  what  became  known  as  the  Ohio  SO, 
Plan  -  an  EPA  promulgated  regulatory  strategy  to  achieve  compliance  with  the  National 
Ambient  Air  Quality  Standards  for  SOj  in  the  State  of  Ohio.  Subsequently,  I  was  Technical 
Director  for  the  Association  of  Home  Appliance  Manufacturers  (AHAM),  Chicago,  Illinois, 
AHAM  is  the  domestic  trade  association  comprised  of  manufacturers  of  appliances  who 
produce  and  distribute  household  appliances  world  wide.  There  my  responsibilities  included 
development  of  the  industry's  standard  methods  for  measuring  performance  of  household 
aiq>liances,  and  the  industry's  position  on  various  federal  initiatives,  such  as,  energy  efficiency 
testing  and  labeling  of  appliances  and  the  Office  of  Management  and  Budget's  Circular  on  the 
Voluntary  Standards  industry. 

In  closing,  I  would  like  to  extend  by  sincerest  appreciation  to  the  Secretary  of  the  Department 
Commerce  (DOQ,  and  the  individual  staff  members  and  employees  of  DOC,  world  wide. 
From  my  experiences,  in  working  with  DOC  personnel,  I  have  concluded  that  the  Department 
has  achieved  what  so  many  American  companies  are  striving  for  -  the  capability  of  providing 
Excq>tional  Customer  Sovice. 

please  don't  hesitate  to  contact  me  if  you  would  like  further  elaboration  or  additional 
comment  on  the  position  presented  herein. 


Respectf\illy  yours, 
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DuPonf  Dacron'' 

Friday,  June  23,  1995 

Good  Morning/Afternoon,  " 

It  is  a  pleasure  to  be  with  you  to  share  Information  regarding  potential 
opportunities  to  strengthen  our  partnerships  globally  while  enhancing  our 
supply  chain  right  here  in  North  Carolina. 

I  am  Willie  Martin,  Director  of  DuPont  Dacron*  North  American  Manufacturing 
Operations  with  facilities  here  in  the  Wilmington  area.  Charleston,  South 
Carolina  and  Monterrey,  Mexico.  I  am  also  the  Site  General  Manager  at  our 
facility  in  Kinston,  North  Carolina. 

As  a  company  we  employ  1 1 0,000  employees  in  1  75  manufacturing  facilities 
around  the  globe  and  have  either  sales  offices  or  operations  in  70  countries. 

In  North  Carolina,  DuPont  has  four  manufacturing  sites  employing  in  excess  of 
5,500  employees.   DuPont  also  has  an  electronics  development  center  in  the 
Research  Triangle  Park.  Our  annual  payroll  In  North  Carolina  is  $240  million. 

As  a  company  last  year  we  conducted  49%  of  our  business  outside  of  the  USA. 
We  also  had  $3.6  billion  of  export  business  or  9%  of  our  business  was  involved 
with  exports.  DuPont  is  one  of  the  largest  exporters  in  the  USA.  DuPont  Is  the 
fourteenth  largest  corporation  in  the  United  States. 

The  importance  of  open  trade  with  receptive  partners  is  very  important  to  our 
continued  business  success.  Trade  agreements  like  CATT  and  NAFTA  will 
enable  us  to  better  compete  in  a  global  economy.   Future  trade  agreements 
and  reductions  of  trade  barriers  will  help  us  better  distribute  goods  globally 
that  may  not  have  been  previously  available  to  new  customers. 

We  have  some  of  the  most  modern  manufacturing  facilities  In  the  world  and 
through  the  Just-In-Time  process  are  able  to  deliver  products  with  a  short  cycle 
time.  Our  sites  have  been  ISO  9000  certified  and  we  continue  to  search  for  new 
opportunities  for  partnerships.  In  some  cases  where  there  is  a  freedom  of 
trade  we  have  manufacturing  partnerships  with  individual  countries.  In  other 
cases  where  we  have  trade  restrictions  we  have  to  depend  on  exporting  our 
product. 
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Being  a  part  of  the  Textile  ComplexCfibers/textiles/apparel)  we  have  a 
wonderful  opportunity  to  provide  current  runway  fashions  from  our^ase  right 
here  in  the  North  Carolina.   Regardless,  whether  the  customer  wants  raw 
product  from  any  stage  of  the  supply  chain  or  finished  products  North  Carolina 
can  provide  that  uniqueness  that  stimulates  business  for  small  business 
persons,  entrepreneurs  and  importers. 

To  maximize  the  potential  of  the  facilities  we  have  in  North  Carolina  we  need 
good  ports  with  routine  stops  by  the  shipping  industry  to  all  ports  of  call  while 
maintaining  and  improving  our  highway  system  to  facilitate  prompt  delivery  of 
product  to  the  ports.  We  must  also  have  airports  that  can  deliver  goods  when 
needed.   Above  all,  we  need  to  strengthen  our  education  system  so  that  we 
have  a  greater  value,  understanding  and  appreciation  for  diversity.   In  this 
world  of  more  globalization  we  can  only  reach  our  potential  through  the 
development  of  new  markets  and  a  highly  skilled  work  force. 

I  appreciate  this  opportunity  to  be  with  you  today  and  will  be  glad  to  answer 
questions  at  the  appropriate  time. 
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Testimony  of  Frank  Perdue 

Chairman  of  the  Executive  Committee 

Perdue  Farms  Incorporated 

Before  the  Honorable  Eva  Clayton 

Wilmington,  North  CaroUna 
June  23,  1995 


I  would  like  to  thank  Congresswoman  Clayton  and  her  colleagues  from  the 
North  Carolina  Congressional  delegation  for  taking  the  time  to  examine  the  importance  of 
procurement,  exports  and  business  opportunities  for  small  business. 

As  the  Chairman  of  the  Executive  Committee  of  Perdue  Farms  and  as  past 
Chairman  of  the  Board  of  this  $1.6  biUion  dollar  poiJtry  business,  Perdue  is  obviously  not 
a  smaU  business,  but  we  once  were.  My  father,  Arthur,  founded  the  company  as  a  table- 
egg  poidtry  fann.  In  1939  I  joined  the  family  business  as  its  third  full-time  employee.  You 
can't  get  a  much  smaller  business  than  that.  Begiiming  in  those  days  on  Maryland's  eastern 
shore  we  have  grown  from  that  small  family  owned  business  to  become  the  largest  poukry 
producer  in  the  East  and  now  the  third  largest  overall.  And  yes,  v  e  are  still  ''      '    owned 
and  operated.  Today  my  son,  Jim,  is  chairman  of  the  board  and  serves  as  our  advertising 
spokesman.  Our  company  is  vertically  integrated  from  research  labs  and  farms  where 
pioneering  research  seeks  continuous  improvements,  to  satelhte-linked  trucks  that  deliver 
to  customers  round  the  clock.  Our  fifteen  hatcheries,  twelve  feedmills,  live  production 
and  breeder  operations  serve  the  2,300  contract  poultry  producers  and  seventeen 
processing  plants  that  produce  42  milhon  pounds  of  chicken  and  3.2  miUion  potmds  of 
turkey  products  each  week. 
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Small  business  is  an  integral  part  of  our  operations.  In  1994  Perdue  Farms  paid 
over  $276  million  to  small  businessmen  who  produce  the  grain  we  use.  In  North  Carolina 
we  spent  $92  million  in  local  grain  purchases.  The  2,300  small  businessmen  that  grow  the 
birds  we  process  received  $98  million  with  the  725  North  Carolina  growers  receiving 
$45miUion.  These  payments  are  only  a  part  of  Perdue's  impact  on  small  business.  The 
processing  of  poultry  truly  has  a  ripple  efifect,  from  the  construction  of  poultry  housing  to 
the  local  purchases  made  by  Perdue's  18,000  associates. 

Perdue  is  growing  and  our  greatest  growth  has  been  in  the  area  of  export.  We  are 
relatively  new  to  the  export  arena,  starting  our  program  in  1992.   Since  that  time,  Perdue's 
export  program  has  had  a  growth  of  30%  per  year.  In  '95  we  exported  134  milUon 
pounds  of  poultry  at  a  value  of  $49  million.  Our  goal  is  to  increase  our  exports  by  25  % 
next  year.  Exports  are  key  to  Perdue's  future  success. 

Last  year  Congress  approved  the  ii]:q)lementing  legislation  for  both  the  North 
American  Free  Trade  Agreement  and  for  the  General  Agreement  of  TariflFs  and  Trade. 
I  actively  supported  those  actions  for  a  singular  reasons  -  Exports  are  good  for  Perdue, 
our  associates  and  the  small  businesses  w^ose  services  and  goods  we  use.  The  future 
growth  of  exports  will  mean  increased  processing,  vMch  means  more  jobs  for  North 
CaroUnians,  increased  grain  purchases  for  North  Carolina  small  businesses  and  increased 
payments  for  the  small  businesses  that  produce  the  poultry  to  be  exported. 

On  behalf  of  Perdue  Farms,  our  1 8,000  associates  and  the  thousands  of  small 
businesses  v\^o  are  an  important  part  of  our  success,  I  would  urge  you  and  your 
coOeagues  to  work  whh  the  connnunhy  to  help  us  to  e)q;>and  the  export  of  pouhiy. 
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June  23,  1995 

R.J.  Reynolds  Tobacco  Company 

Statement  Before  the  Sub-Committee  on  Procurement,  Exports  and 

Business  Opportunities  of  the  House  Small  Business  Committee 


On  behalf  of  R.J.  Reynolds  Tobacco  Company,  we  applaud  your  efforts  to  expand 
world  trade.  As  you  correctly  recognize,  expanding  export  opportunities  will  produce 
unmatched  benefits  for  the  United  States,  and  these  benefits  will  be  realized  across  a 
wide  spectrum  of  our  economy,  including  the  small  businessman.  As  one  of  the  leading 
export  states,  and  one  with  substantial  potential  for  export  expansion,  it  is  appropriate 
that  this  hearing  is  being  held  in  North  Carolina. 

Unfortunately,  it  seems  to  be  a  well-kept  "secret",  but  one  of  North  Carolina's  most 
important  products,  tobacco,  represents  one  of  the  United  States*  most  successful 
exports.  In  1994  for  instance,  the  U.S.  exported  approximately  $6.26  billion  in  tobacco 
and  tobacco  products  throughout  the  world  -  a  substantial  portion  of  which  originated  in 
North  Carolina. 
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In  fact,  tobacco  product  exports  represent  one  of  the  few  bright  spots  in  the  U.S.  trade 
picture.   In  1 994  the  United  States  had  a  positive  balance  of  trade  in  only  32  major 
(two-digit  SITC)  product  categories.  On  this  export  honor  roll,  tobacco  products  stand 
in  third  place.  Of  specific  product  groups  (two-digit  SITC)  cigarettes  are,  after  aviation, 
America's  most  valuable  export  product. 

To  take  this  out  of  the  realm  of  mere  economic  statistics,  according  to  a  Price- 
Waterhouse  study,  these  exports  were  responsible  for  almost  a  quarter  of  a  million  U.S. 
jobs  in  1993.  To  place  this  in  perspective,  these  250,000  jobs  are  more  than  the  total 
employment  in  such  major  American  cities  as  Miami,  Cleveland,  Atlanta  or  Denver. 
From  the  factory  worker  to  the  tobacco  grower  to  the  warehouseman,  to  the  small  town 
main  street  merchant,  who  benefits  indirectly,  literally  tens  of  thousands  of  Americans 
owe  their  livelihood  to  the  success  of  tobacco  exports. 

Despite  the  strong  expansion  in  recent  years  of  tobacco  exports,  the  future  could  be 
even  brighter.  Although  significant  progress  has  been  made  over  the  past  ten  years  in 
opening  foreign  markets  to  U.S.  products,  some  of  the  largest  tobacco  consumption 
markets  in  the  world  remain  closed  to  U.S.  tobacco. 
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Among  these  "closed"  markets  are  India  (which  has  placed  tobacco  and  tobacco 
products  on  a  restricted  list  and  prohibits  all  imports)  and  China  (which  imposes  a 
dubious  phyto-sanitary  standard  to  preclude  the  import  of  U.S.  tobacco  leaf).  Other 
markets  use  more  covert  methods  to  restrict  tobacco  imports,  but  the  effect  on  U.S. 
exports  is  equally  negative.  Should  these  "closed'  markets  be  fully  opened  to  U.S. 
tobacco  exports,  tens  of  thousands  of  additional  U.S.  jobs  could  be  created. 

Future  progress  in  opening  these  markets  will  not,  however,  be  an  easy  task.  Local 
tobacco  industries  are  zealously  protected  by  many  foreign  governments,  particularly  in 
the  many  countries  where  government-owned  tobacco  monopolies  exist.  Progress  will 
be  dependent  on  a  continuation  of  U.S.  government  policies  of  aggressively  supporting 
market  access  for  all  U.S.  exports,  including  tobacco. 

We  thank  you  for  the  opportunity  to  submit  these  comments,  and  for  your  efforts  to 
create  expanded  trade  opportunities  for  U.S.  businesses. 
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Hearing  on  Global  Trade  Opportunities 
June  23, 1995 

Written  Testimony  by  Clyde  Robinson 

Principal  Deputy  Assistant  Secretary 

for  Trade  Development 

U.S.  Department  of  Commerce 


Good  morning  Congresswoman  Clayton, ,  and  other  distinguished  ladies  and 

gentlemen,  I  am  pleased  to  have  this  opportunity  to  join  you  for  today's  hearing  on  Global  Trade 
Opportunities.  Today's  subject  is  very  exciting  because  it  covers  so  many  issues,  which  are  vitally 
important  to  the  international  competitiveness  of  the  United  States.  Since  this  topic  entails  one  of 
the  key  missions  of  the  U.S.  Department  of  Commerce,  I  would  like  to  tell  you  how  the 
Commerce  Department  is  helping  small  businesses  take  advantage  of  these  opportunities. 
Because  my  time  is  limited,  there  are  three  key  points  I  would  like  to  make:  (1)  Small  business 
exports  are  crucial  for  fueling  U.S.  economic  growth;  (2)  results  have  shown  that  government 
assistance  is  critical,  and  (3)  small  businesses  can  overcome  the  challenges  they  face  through  a 
stronger  public  private-partnership. 

We  live  in  a  time  of  growing  economic  integration.  Trade  is  an  important,  rapidly  growing 
component  of  the  U.S.  economy  that  presents  tremendous  opportunities  for  U.S.  firms.  As  part 
of  the  Clinton  Administration's  long-term  economic  strategy,  we  have  concluded  that  over  the 
next  two  decades,  the  markets  that  hold  the  greatest  potential  for  dramatic  increases  in  U.S. 
exports  are  to  be  found  in  the  Big  Emerging  Markets  (BEMs).  The  BEMs  are  the  Chinese 
Economic  Area  (China,  Hong  Kong,  and  Taiwan),  India,  Indonesia,  South  Korea,  Mexico,  Brazil, 
Argentina,  South  Africa,  Poland  and  Turkey. 

U.S.  exports  to  the  BEMs  in  1992  totalled  $106  billion.  Currently,  exports  to  the  BEMs 
comprise  nearly  25  percent  of  total  U.S.  exports;  in  certain  sectors,  BEMs  account  for  more  than 
half  of  U.S.  exports.  By  2000,  exports  to  the  BEMs  will  be  equivalent  to  U.S.  exports  to  either 
Japan  or  Europe.  By  2010,  U.S.  exports  to  the  BEMs  are  projected  to  exceed  exports  to  Japan 
and  Europe  confined. 

I  would  like  to  focus  on  South  Afiica  and  Turkey  today  for  just  a  few  minutes,  in  honor  of  the 
distinguished  guests  with  us  today.  After  decades  of  strife,  South  Africa  has  rejoined  the  world 
community.    South  Africa  has  the  most  advanced  and  productive  economy  in  Africa,  with  a  GDP 
nearly  four  times  that  of  Egypt,  its  nearest  competitor  on  the  continent.  South  Africa  represents 
one  of  the  last  untapped  markets  for  many  American  exporters  and  investors  and  prospects  for 
economic  growth  are  very  good. 
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Turkey  is  the  most  significant  market  in  Eurasia,  with  a  population  of  over  60  million  and  a  GDP 
of  $220  billion  purchasing  power  equivalent.  U.S.  exports  to  Turkey  have  increased  significantly, 
rising  fi-om  $540  million  in  1980  to  $3.4  billion  in  1993.  Turkish  overall  imports  are  expected  to 
grow  an  average  of  1 5  percent  per  year  through  the  year  2000,  putting  Turkey's  tum-of-the- 
century  imports  at  about  $60  billion  —  about  twice  today's  level.  U.S.  firms  should  be  prepared 
for  these  trends. 


SMALL  BUSINESS  EXPORTS  ARE  CRUOAL  FOR  FUELING  U.S.  ECONOMIC 
GROWTH 

Over  the  last  seven  years,  U.S.  exports  of  goods  and  services  accounted  for  over  one-third  of  our 
economic  growth.  Export-related  jobs  grew  eight  times  faster  than  total  employment.  Typically, 
in  the  manu&cturing  sector,  export-related  jobs  are  higher-paying  and  higher-quality  than  non- 
export  jobs. 

One  of  the  most  dynamic  sources  of  export  growth  has  been  the  small  business  community.  Small 
businesses  act  as  the  engine  that  helps  drive  job  production,  economic  growth,  and  innovation  in 
the  United  States.  Small  businesses  employ  S4  percent  of  the  U.S.  private  workforce,  are 
responsible  for  52  percent  of  all  sales  and  produce  50  percent  of  private-sector  goods  and 
services.  Over  the  past  several  years,  there  have  been  dramatic  increases  in  both  the  number  of 
small  businesses  exporting  and  the  value  of  their  exports.  Small  businesses  have  had  their  share  of 
U.S.  exports  surge  since  1987.  We  estimate  that  in  1993  small  businesses  generated  merchandise 
exports  of  about  $134  billion  —  an  increase  of  84  percent  fi'om  1987.  Also,  our  figures  indicate 
that  22  percent  more  small  businesses  exported  in  1992  than  in  1987,  according  to  the  Economic 
Censuses  of  1992  and  1987,  which  are  our  best  available  data  for  numbers  of  exporters. 

Yet  in  spite  of  the  substantial  gains  in  recent  years,  an  "export  gap"  exists  for  small  businesses. 
Simply  put,  when  it  comes  to  exporting,  small  businesses  are  not  realizing  their  potential.  (For 
Impediments  to  Small  Business  Exports,  please  refer  to  Appendix  A).  Small  manufacturing  firms, 
for  example,  export  significantly  less  than  would  be  expected  given  their  overall  importance  to  the 
U.S.  manufacturing  sector.  If  small  and  medium-sized  manufacturers  had  achieved  a  1994  export 
share  equal  to  their  share  of  the  manufacturing  sector's  total  sales,  then  they  would  have  recorded 
1994  exports  of  $94  billion  —  more  than  doubling  the  estimated  $39  billion  of  1994  exports  by 
small  manufacturers. 

In  1994,  our  merchandise  trade  deficit  was  $150.6  billion,  and  our  total  U.S.  merchandise  exports 
were  $5 12.6  billion.  In  this  illustration,  higher  exports  by  small  manufacturers  would  have 
boosted  total  U.S.  merchandise  exports  in  1994  to  $568  billion  —  a  rise  of  nearly  1 1  percent 
above  the  actual  export  total.    A  $55  billion  export  increase  by  small  firms  in  the  manufacturing 
sector  alone  would  have  slashed  the  1994  U.S.  merchandise  trade  deficit  by  37  percent.  The 
preceding  example,  although  based  on  limited  data  and  a  number  of  assumptions,  is  indicative  of 
the  large,  untapped  export  potential  of  small  manufacturing  firms. 
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In  addition  to  manufacturers,  wholesalers  are  also  major  exporters  of  goods.  Wholesalers,  for 
example,  account  for  just  over  one-fourth  of  total  U.S.  merchandise  exports.  Here  too,  small 
wholesalers,  like  small  manufacturers,  have  the  capacity  to  increase  their  exports  substantially. 
If  these  firms  were  also  to  assume  a  greater  role,  the  combined  impact  on  our  trade  balance 
would  no  doubt  be  considerable. 

RESULTS  HAVE  SHOWN  THAT  U.S.  GOVERNMENT  ASSISTANCE  IS  CRITICAL 

Results  have  shown  that  the  U.S.  Government  has  an  important  role  to  play  in  helping  small 
business  compete  in  the  global  economy.   Over  the  last  two  and  one-half  years,  we  have 
reinvented  our  trade  program  at  the  Department  of  Commerce  to  produce  a  well-coordinated, 
economical,  and  accessible  array  of  services  to  help  small  businesses  narrow  the  export  gap. 
(For  highlights  of  Commerce  services,  please  refer  to  Appendices  B  and  C).  The  Department 
of  Commerce  has  an  unprecedented  record  of  enhancing  opportunities  for  America's  small 
and  medium-sized  businesses,  both  domestically  and  abroad.  Our  programs  are  customer- 
driven  and  delivered  with  a  minimum  of  red  tape.  We  co-locate  with  other  agencies  to  deliver 
'one  stop  shopping';  we  ensure  maximum  leveraging  of  federal  resources  by  forming 
partnerships  whenever  possible;  we  custom  tailor  our  services  through  personalized  counseling 
sessions,  targeted  publications,  and  industry  information;  and  we  engage  communities  assisted 
by  our  programs. 

The  lion's  share  of  our  human  and  financial  resources  in  trade  promotion  at  the  Commerce 
Department  is  devoted  to  those  who  can  benefit  most  from  Federal  Government  assistance  ~ 
small  and  medium-sized  companies.  Small  businesses  have  a  tough  time  obtaining  information 
on  foreign  markets  and  trade  financing  sources,  establishing  contacts  within  foreign  countries 
that  will  lead  to  business  partners  or  distributors,  and  getting  appointments  with  other 
government  entities.    The  Department  of  Commerce  provides  invaluable  assistance  to  small 
businesses  by  providing  these  services. 

Every  year,  Commerce's  International  Trade  Administration  (IT A)  domestic  field  staff 
conducts  more  than  41,(XX)  counseling  sessions  with  small  and  medium-sized  U.S.  businesses 
on  how  to  break  into  foreign  markets.  In  our  data  bases  of  thousands  of  "success  stories," 
over  90  percent  of  the  cases  involve  small  and  medium-sized  firms.  About  80  percent  of  the 
budget  of  the  U.S.  &  Foreign  Commercial  Service  and  60  percent  of  what  we  spend  on  export 
promotion  in  the  International  Trade  Administration  is  aimed  at  helping  small  and  medium- 
sized  businesses. 

For  fece-to-face,  in-depth  export  assistance.  Commerce  has  a  network  of  73  domestic  field 
offices.  Any  business  person  can  walk  into  ~  or  call  —  one  of  our  73  domestic  offices,  and 
receive  expert  counseling  from  trained  commercial  staff.  Each  office  is  directly  linked  with 
ITA's  country  desk  experts,  industry  and  product  experts,  and  our  134  overseas  offices  located 
in  69  countries.  We  work  together  every  day,  throughout  the  world,  with  and  for  small 
businesses  to  provide  timely  and  specific  market  intelligence,  quality  overseas  business 
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contacts,  assistance  with  the  specifics  of  how  to  market  overseas  and  complete  export 
transactions,  and  trade  finance  support. 

Mills  Manufacturing  firom  Asheville,  North  Carolina,  is  an  example  of  a  small  company  that 
accessed  our  system  through  our  field  office  in  Greensboro,  Nortii  Carolina.  The  company  is 
a  small  manufacturer  of  military  parachutes.  The  company's  president,  Mr,  James  Turner, 
attributes  his  company's  international  success  to  the  effective  market  research,  counseling  and 
trade  support  it  has  received  from  local  Commerce  ofiBcials  in  Greensboro.  Largely  due  to  the 
hands-on  support  and  service  provided  by  the  Greensboro  office,  his  company  recently  completed 
a  sale  of  over  $1  million  worth  of  parachutes  to  buyers  around  the  world.  Mills  Manufacturing 
has  been  an  ITA  customer  for  15  years.  In  this  time,  it  has  exported  to  more  than  56  countries 
worldwide  and  has  reported  1994  export  sales  amounting  to  $1 .5  million.     Numerous  other 
North  Carolina  companies  have  received  valuable  assistance  from  the  Greensboro  District  Office. 
A  few  examples  include:  Createc  Forestry  Systems,  a  small  Greensboro  manufacturer  of  hand- 
held computers  used  for  inventory  control  and  cost  accounting  in  the  forestry  and  lumber 
industry;  Knight  Manufacturing,  Inc.  of  Asheville,  a  small  manufacturer  of  dental  chairs  and 
equipment;  Bon- Aqua  International,  Inc.,  a  small  manufacturer  of  electronic  water-filtering 
apparatus  in  Greensboro;  and  Balcrank  Products  Inc., a  Weaverville  manufacturer  of  automotive 
lubricating  equipment. 

We  are  taking  our  well-coordinated,  economical,  and  easily  accessible  delivery  system  one 
step  further  to  serve  better  our  small  business  clients.  Our  "one-stop-shops"  or  U.S.  Export 
Assistance  Centers  are  a  joint  effort  among  federal  partners,  including  the  International  Trade 
Administration,  the  Small  Business  Administration,  Ex-Im  Bank,  and  at  one  site  the  Agency 
for  International  Development.  A  little  over  a  year  ago,  we  opened  four  regional  pilot  Centers 
in  Baltimore,  Chicago,  Miami,  and  Lx>ng  Beach.  These  four  pilot  Centers,  plus  the  eleven 
additional  regional  Centers  scheduled  to  open  this  year,  offer  small  businesses  a  whole  new 
level  of  export  promotion  services.  In  one  location,  small  businesses  can  access  ITA's  vital 
international  market  information  and  services  and  the  crucial  trade  finance  services  provided 
by  the  Small  Business  Administration,  Ex-Im  Bank,  state  trade-finance  programs  and  private 
banks. 

The  Trade  Information  Center  (TIQ  is  another  example  of  how  Commerce  helps  small 
businesses  export.    The  TIC  offers  U.S.  businesses  a  single  contact  point  in  the  U.S. 
Government  for  free,  comprehensive  information  on  all  Federal  Government  export  assistance 
programs.  All  you  need  to  do  is  call  1-800-USA-TRADE.  Trade  specialists  at  the  TIC  advise 
exporters  on  how  to  locate  and  use  not  only  Federal,  but  also  state,  local,  and  private-sector 
programs  to  help  them  export.  The  specialists  guide  them  through  the  export  process.  Since 
its  establishment  in  1991,  the  TIC  staff  has  received  over  200,000  calls  fh>m  businesses 
seeking  export  assistance.  According  to  the  most  recent  survey  of  TIC  customers  in 
September  1994,  89  percoit  of  TIC  customers  are  small  businesses,  ^^mety-two  percent  of 
responding  businesses  were  either  "satisfred"  or  "very  satisfied"  with  the  Center's  services. 
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A  small  Minnesota  company  of  only  25  people,  Streamfeeder,  credits  the  Trade  Information 
Center  for  playing  a  major  role  in  its  success.    Mr.  Ken  Nyberg  of  Streamfeeder  states, 
"Overall,  the  information  and  services  of  Commerce  have  been  a  key  asset  in  our  export  strategy 
and  a  significant  reason  we  have  been  able  to  double  our  export  sales...  the  International  Trade 
Administration  is  a  model  of  how  a  government  agency  can  be  flexible,  helpfiil,  creative,  and 
responsive." 

Streamfeeder,  a  manufacturer  of  small  machinery  for  the  packaging  and  mailing  industry,  was 
struggling  for  a  foothold  in  the  export  market.    Despite  its  desire  to  expand  its  exporting 
activities,  the  company  was  discouraged  by  the  perceived  expenses  and  difficulties  of  doing  so. 
After  several  unsuccessful  attempts  to  contact  local  agencies  for  assistance,  Mr.  Ken  Nyberg  at 
Streamfeeder  decided  to  give  thie  toll-free  telephone  number  for  the  TIC  a  try.  According  to  Mr. 
Nyberg,  Streamfeeder  received  "good,  helpful  suggestions,  answers  and  information  about  the 
wealth  of  resources  and  services  available."  The  TIC  put  Streamfeeder  in  contact  with  the  local 
Commerce  office  in  Minneapolis  where  it  received  even  more  information  and  help.  Since  then, 
Streamfeeder  has  used  several  of  the  resources  made  available  by  the  TIC,  such  as  the  Economic 
Bulletin  Board  and  National  Trade  Data  Bank,  with  great  success. 

To  ensure  that  American  businesses  compete  and  win  in  international  competition,  the  U.S. 
Government  provides  the  advocacy  necessary  to  support  our  companies  in  this  competition. 
From  the  multibillion  dollar  infrastructure  project  to  the  strategic  contract  for  small  business. 
Commerce  leads  the  government-wide  advocacy  network  in  fighting  to  level  the  playing  Held 
and  promote  open  competition  in  the  international  bidding  arena.  Commerce  operates  the 
Advocacy  Center,  which  provides  the  necessary  support  to  assist  U.S.  companies  bidding  for 
international  contracts,  large  and  small,  that  are  in  jeopardy.  Advocacy  is  not  just  for  large 
companies  seeking  major  foreign  procurement  and  projects.  It  is  available  to  small  companies 
as  well,  and  its  services  are  free. 

Approximately  30  percent  of  the  CEO's  that  Secretary  Brown  has  taken  on  business 
development  missions  have  beoi  firom  small  and  medium-sized  companies,  with  many  of  them 
successfully  furthering  q)ecific  deals  and  expanding  business  contacts  through  Commerce's 
assistance  and  advocacy.  On  the  recent  Presidential  Development  Mission  to  India,  led  by 
Secretary  of  Commerce  Ron  Brown,  a  Charlotte,  North  Carolina  based  company,  Cogentrix 
Energy,  Inc.  reached  agreement  to  set  up  a  $1.4  billion  powa  plant  in  Kamataka  state. 
Secretary  Brown  stated  'Kamataka  is  a  terribly  important  state  in  the  present  economic 
situation  and  abo  of  the  future.  Oneof  the  most  exciting  things  we  discussed  was  the  1,000 
megawatt  power  pipject* 

The  U.S.  Government  advocates  for  business  in  several  ways.  Direct  support  for  small  firms 
may  involve  Cabinet  officials,  senior  commercial  officen  in  embassies  around  the  world,  and 
U.S.  Ambassadors.  Advocacy  efforts  are  multiplied  by  othen  in  the  Administration  from  the 
Dqaitments  of  State,  Treasury,  Transportation,  and  Energy,  to  agencies  such  as  the  Ex-Im 
Bank,  and  the  Small  Business  Administration  because  the  Advocacy  Center  coordinates  the 
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U.S.  Government  approach  and  follows  up  on  each  effort.  The  Commerce  Department's 
intensified  global  advocacy  network  is  producing  results. 

Commerce's  Advocacy  Center  supports  small  businesses  participating  in  global  competitions. 
For  example,  Enterprise  Electronics  Corporation  (EEC)  is  a  small  manufacturer  of  storm 
detection  and  meteorological  tracking  radars  in  rural  Alabama.  EEC,  backed  by  Department 
of  Commerce  officials  in  India,  who  obtained  Ambassadorial  support  for  the  company's  bid, 
recently  was  awarded  a  ten-system  weather  radar  contract  by  the  Indian  Meteorological 
Department  (IMD).  EEC  had  to  overcome  stiff  competition  by  a  German  firm,  Gematronik, 
that  was  heavily  supported  by  the  German  Embassy  in  New  Delhi. 

According  to  Michael  W.  Ueltzen,  EEC's  Director  of  International  Sales,  EEC  never  would 
have  won  this  contract  without  the  outstanding  advocacy  efforts  of  the  Department  of 
Commerce.  He  stated  that  the  Ambassador  and  Commercial  Attache,  "provided  invaluable 
assistance  to  EEC  in  securing  this  contract."  He  went  on  to  praise  the  genuine  efforts  and 
concern  of  the  Commerce  officials,  and  their  extremely  efficient  and  effective  service  to  his 
company,  stating  there  was  "no  red  t^)e." 

Commerce  also  helps  small  businesses  compete  successfully  overseas  by  offering  industry  and 
product  expertise  found  no  where  else  inside  or  outside  of  the  government.  Small  businesses 
have  found  that  our  industry  specialists  can  save  them  time  and  money  by  providing  such 
information  as  foreign  market  research,  export  targeting  guidance,  product  or  service-specific 
trade  opportunities  and  obstacles,  statistical  data,  industry  trends,  and  the  status  of  intellectual 
property  protection  overseas.  In  addition.  Commerce  experts  work  with  U.S.  industry  to 
develop  and  implement  sectoral,  market-opening  missions  throughout  the  world  where  trade 
missions  and  sectoral  events  cannot  be  privatized  or  governments  have  important  influence 
over  industry  decisions. 

Our  industry  specialists  were  able  to  help  HI-TEX,  Inc.  a  small  privately  owned  company 
located  near  Detroit,  Michigan,  which  manufactures  Crypton  fabric.  HI-TEX  employs  less  than 
SO  people  and  was  just  beginning  to  enter  the  world  of  export  marketing.  Not  knowing  much 
about  exporting,  HI-TEX  executives  decided  to  contact  our  industry  and  product  specialists  to 
help  them  export  their  product.  ITA  officials  worked  with  the  company  by  recommending  it 
introduce  its  product  to  the  world  at  a  prestigious  trade  show,  and  followed  up  by  providing 
intensive  export  and  business  counselling  to  prepare  it  for  the  show  and  exporting  in  general.  The 
show  was  a  huge  success,  and,  since  then,  HI-TEX  has  decided  to  develop  and  aggressively 
pursue  a  large-scale  global  marketing  program. 

Commerce  also  helps  small  business  by  tracking  specific  market-access  problems  faced  by  small 
companies  and  preparing  analyses  and  reports  on  barriers  to  trade  encountered  by  U.S. 
companies.  Commerce's  industry  and  country  experts  bring  the  concerns  of  small  business  to  the 
attention  of  the  U.S.  Trade  Representative  and  provide  critical  policy  guidance  in  trade 
negotiations  which  benefit  small  businesses. 
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In  an  effort  to  help  strengthen  new  and  existing  minority  businesses.  Commerce's  Minority 
Business  Development  Administration  works  with  other  Commerce  agencies  to  fund  minority 
trade  missions  and  public/private  sector  initiatives  in  growth  areas  of  the  economy.  Secretary 
Brown  led  a  Minority  Matchmaker  Mission  to  Mexico  in  December  1993 

Commerce's  Manufacturing  Extension  Partnerships  (MEP)  provide  small  and  medium  sized 
manufacturers  with  technical  hands-on  assistance  and  information  required  to  compete  in  the 
global  economy.  Customer  surveys  indicate  that  two-thirds  of  MEP  clients  feel  the  centers  are 
the  only,  or  best,  source  of  cost-eflfective  assessments  and  unbiased  information  on  available 
products  and  services  to  meet  client  needs.  Without  the  MEP,  many  firms  could  not  afford  these 
services. 

OVERCOMING  CHALLENGES  SMALL  BUSINESS  EXPORTERS  FACE  THROUGH 
PUBLIC-PRIVATE  PARTNERSHIP 

Small  businesses  need  our  export  promotion  services  in  order  to  successfully  meet  the 
challenges  of  the  global  marketplace.  Even  so,  many  small  businesses  cannot  persevere  in  the 
difficult  international  arena.  Without  the  Department  of  Commerce,  the  difficulties  would  be 
even  greater.  However,  both  Houses  of  Congress  have  proposed  in  budget  resolutions  the 
elimination  of  the  Department  of  Commerce,  including  most  of  the  many  effective  programs 
of  the  International  Trade  Administration  and  funding  for  these  programs  is  in  serious  jeopardy 
in  the  Appropriations  process. 

The  current  Congressional  proposals  would  literally  dismantle  the  heart  of  the  country's  export 
promotion  system.  No  one  denies  that  the  Federal  budget  needs  to  be  cut.   But  how  we  make 
those  cuts  is  critical  to  America's  future.  Export  promotion  programs  not  only  create  jobs  and 
strengthen  communities  today,  but  they  lay  the  foundation  for  strong,  competitive  U.S. 
companies  and  jobs  into  the  next  century. 

If  Commerce  is  abolished,  the  services  I  just  described  would  disappear.  The  current 
proposals  in  Congress  would  eliminate  ITA's  industry  and  product  expertise,  business 
counseling,  trade  promotion,  and  advocacy.  The  hundreds  of  small  businesses  that  call  the 
Trade  Information  Center  daily  at  l-SOO-USA-TRADE  would  no  longer  receive  advice  on  how 
to  locate  and  use  federal,  state,  and  local  export  promotion  programs  and  guidance  through  the 
export  process. 

Closing  our  domestic  field  offices  would  cut  small  business  off  completely  from  affordable 
information  and  counseling  about  potential  markets  around  the  world.  The  president  of  a 
small  company  with  only  ten  employees  would  no  longer  be  able  to  walk  into  the  export 
assistance  office  down  the  street  and  get  market  information,  counseling  on  market-entry 
strategies,  key  contacts  in  the  market  of  choice  and  access  to  a  variety  of  proven  and  tested 
marketing  tools,  trade  missions  and  trade  events  and  your  connection,  through  our  local  staff, 
to  our  entire  overseas  network.  Instead,  the  company  would  face  two  costly  choices:  try  to 
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locate  a  high-priced  private  consultant  or  work  directly  with  the  overseas  posts.  We  think  you 
will  have  a  hard  time  finding  anyone  with  the  breadth  and  specialized  experience  of  our 
people,  particulariy  if  you  live  outside  of  major  commercial  centers  like  New  York,  Boston, 
Chicago,  and  Los  Angeles.   If  you  do,  you  can  expect  to  pay  ~  a  lot.   You  will  also  see  your 
communications  and  travel  expenses  skyrocket. 

The  small  business  community  would  lose  its  strong  voice  at  the  Cabinet  table  and  in  how  the 
government  serves  you  in  the  international  trade  arena,  because  our  advisory  committees 
would  also  be  abolished.  This  would  include  the  government's  only  trade  advisory  committee 
on  small  and  minority  business  concerns  and  the  President's  Export  Council,  of  which 
Congresswoman  Clayton  is  a  member. 

We  face  brutal  government-supported  international  competition—foreign  governments  devote 
far  more  resources  to  winning  in  the  international  commercial  arena  than  do  we.  The  late 
1990' s  will  be  a  race  for  markets  around  the  world  in  which  the  companies  of  every  major 
nation  will  compete  aggressively.  We  are  facing  fierce  competition  from  Japan,  Germany, 
France  ~  even  countries  such  as  Korea  and  Taiwan.  If  the  U.S.  eliminates  the  heart  of  our 
export  promotion  efforts  now,  we  will  be  engaging  in  unilateral  trade  disarmament,  and  it  will 
undermine  our  economy,  our  job  base,  and  our  communities  for  years  to  come.  Our  foreign 
competitors  would  not  think  of  eliminating  their  programs  for  exporters.  And  make  no 
mistake  about  it,  if  the  Dq>artment  of  Commerce  is  abolished,  small  business  will  suffer  the 
most. 
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APPENDIX  A 


Impediments  to  Small  Business  Exports 

Last  summer,  the  International  Trade  Administration  prepared  a  study  of  available  information  on 
why  small  firms  have  not  yet  met  their  export  potential.  We  found  that  a  successful  exporter 
integrates  exporting  into  the  heart  of  its  business  plan.  But  many  small  businesses  do  not  consider 
exporting  unless  they  receive  a  random  export  order  from  an  overseas  firm.  In  fact,  because  of 
perceptions  of  exporting  risks  and  lack  of  executive  time,  many  have  never  even  investigated  their 
full  export  potential.  Many  small  firms  lack  knowledge  of  the  process  for  executing  export 
transactions  and  are  oflen  not  aware  of  the  programs  available  to  help  them.  Small  businesses 
of^en  cite  the  need  for  specific  market  information  and  help  in  making  business  connections  with 
buyers  and  sellers  in  foreign  markets.  They  also  want  "user-friendly"  services.  To  encourage 
busy  small  business  executives  to  explore  exporting,  easy  access  to  information  and  assistance 
available  from  the  government  is  critical. 

One  of  the  greatest  difficulties  for  small  businesses  in  particular  is  access  to  working  capital  and 
export  financing.  Small  firms  have  difficulty  with  getting  started  with  the  financing  process  and 
finding  capable  local  banks  willing  to  handle  small  transactions.  Also,  finance  application 
procedures  are  complex  and  time  consuming.  For  a  small  firm  selling  overseas,  financial  risks  are 
high  and  collateralization  requirements  onerous.  , 

ITA's  programs  are  addressing  these  needs  and  making  the  difference  that  can  tip  the  small  firms' 
business  decision  in  favor  of  exporting  and  increase  the  likelihood  U.S.  firms  will  capture  sales  in  • 
today's  and  tomorrow's  growth  markets. 
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DEPARTMENT  OF  COMMERCE  EXPORT  PROMOTION  SERVICES 
INTERNATIONAL  TRADE  ADMINISTRATION 

As  part  of  Commerce's  International  Trade  Administration's  well-coordinated  and  focused  export 
promotion  strategy,  our  industry  experts  and  country  experts  work  closely  with  our  Commercial 
Service  to  promote  small  business  exports.  When  a  small  business  comes  to  the  International 
Trade  Administration  (IT A)  for  export  assistance,  our  service  is  tailored  to  the  company's  specific 
industry  and  product  needs.  IT  A  has  developed  and  implemented  a  number  of  specific  industry- 
focused  programs  and  services  to  tap  the  unrealized  export  potential  of  small  businesses.  While 
the  programs  are  varied  ~  to  meet  the  diverse  needs  of  small  firms  ~  all  of  our  programs  meet  at 
least  one  of  our  three  priorities:  aggressive  advocacy,  strong  public-private  partnerships,  and 
support  for  U.S.  competitiveness.  To  increase  accessibility,  we  have  also  reinvented  our  business 
assistance  network. 

Reinvented  Business  Assistance  Network 

Trade  Information  Center  —  All  an  exporter  needs  to  do  is  call  1-800-USA-TRADE  to  access 
the  Trade  Information  Center  (TIC),  the  only  office  in  the  Federal  Government  that  oflFers 
personalized  counseling  on  the  fiiU  range  of  government-wide  export  promotion  programs.  In 
1994,  we  received  over  57,000  calls.  Eighty-nine  percent  were  fi'om  small  businesses;  56  percent 
of  the  calls  were  fi"om  representatives  of  companies  that  employed  10  people  or  less. 

According  to  the  most  recent  survey  of  TIC  customers  in  September  1994,  92  percent  of 
businesses  responding  were  either  "satisfied"  or  "very  satisfied"  with  the  TIC's  services.  Typical 
comments:  "I  felt  that  the  quality  was  far  beyond  what  I  had  expected.  Precise  and  extremely 
geared  for  the  average  individual."  A  small  U.S.  manufacturer  of  water  systems  recently  reported 
that  through  the  Trade  Information  Center  the  company  gained  invaluable  market  knowledge  on 
Thailand,  which  enhanced  sales  there  significantly. 

The  TIC  continually  expands  its  effort  to  reach  the  large  number  of  export-ready  companies 
currently  unaware  of  the  Federal  export  programs  available  to  them.  The  TIC's  unique  public 
outreach  campaign  raises  awareness  of  the  TIC's  services  to  the  estimated  20  million  businesses 
operating  in  the  Urated  States.  In  1994,  the  TIC's  trade  specialists  spoke  to  over  80  trade 
associations,  Snudl  Business  Development  Centers,  and  other  government  and  business  leaders. 
In  addition,  the  TIC's  trade  specialists  provided  export  counseling  to  business  participants  at 
numerous  trade  shows  and  conferences  across  the  country.  The  TIC  also  mailed  comprehensive 
infonnational  packets  to  every  congressional  and  state  development  office,  as  well  as  to  1,544 
trade  associations. 

To  meet  small  business  needs,  the  TIC  is  expanding  the  number  of  ways  clients  can  access  its 
information.  We  have  distributed  over  1 50,000  copies  of  Export  Programs:  A  Business 
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Directory  of  U.S.  Government  Services,  a  comprehensive  listing  and  description  of  170 
government  programs  prepared  by  the  TIC.  In  September  1994,  the  TIC  implemented  a  fax 
hotline,  accessible  24-hours  a  day.  Calls  to  the  hotline  average  300-400  per  week.  Some  of  the 
most  popular  information  products  are  available  on  the  National  Trade  Data  Bank  (NTDB).  In 
the  spirit  of  the  Vice  President's  National  Information  Infrastructure  initiative,  many  of  the  TIC's 
products  are  available  through  the  Internet  and  a  fax-retrieval  system,  allowing  24-hour  access  to 
its  resources. 

U.S.  Export  Assistance  Centers  -  Our  new  U.S.  Export  Assistance  Centers  (EACs)  are  an 
excellent  example  of  both  our  partnership  efforts  and  reinvention  targeted  to  the  needs  of  small 
business.  EACs  meet  the  need  to  provide  a  consistent  level  of  Federal  export  marketing  and  trade 
finance  counseling  services  across  the  country.  These  Centers  are  a  joint  efibrt  among  Federal 
partners  including  IT  A,  the  Small  Business  Administration  (SBA),  Ex-Im  Bank,  and  at  one  site, 
the  Agency  for  International  Development.  In  early  FY1994,  we  opened  four  regional  pilot 
Centers  in  Baltimore,  Chicago,  Miami,  and  Long  Beach.  These  four  pilot  Centers  and  eleven 
additional  regional  Centers  scheduled  to  open  in  1995  will  offer  small  businesses  a  whole  new 
level  of  export  promotion  service. 

By  the  end  of  FY  1996,  plans  are  for  all  domestic  offices  to  operate  as  part  of  a  customer-focused 
"hub  and  spoke"  system  composed  of  EACs  and  District  Export  Assistance  Centers  that  deliver 
integrated  trade  finance  and  export  marketing  assistance.  The  "hubs,"  or  U.S.  Export  Assistance 
Centers,  will  coordinate  the  Commercial  Service's  vital  international  marketing  services  with  the 
crucial  trade  finance  services  provided  by  SBA,  Ex-Im  Bank,  state  trade-finance  programs,  and 
private  banks.  Electronically  connected  to  the  regional  hubs.  District  Export  Assistance  Centers, 
(or  "spokes")  are  located  in  areas  of  high  export  activity.  Their  sits  reflect  current  trade  patterns, 
bringing  export-assistance  services  closer  to  exporters.  The  EAC  concept  also  pools  local,  state, 
federal,  and  private  programs  in  support  of  small  businesses. 

Advocacy 

From  the  multibillion  dollar  infi-astructure  project  to  the  strategic  contract  for  small  business,  FTA 
leads  the  government-wide  advocacy  network  in  fighting  to  level  the  playing  field  and  promote 
open  competition  in  the  international  bidding  arena.  ITA  operates  the  Advocacy  Center,  to 
marshal  the  resources  of  the  U.S.  Government  —  fi-om  the  various  industry  sector,  country, 
regulatory  and  financing  experts,  through  the  worldwide  network  of  commercial  officers,  to  the 
White  House  —  to  hdp  U.S.  businesses.  We  put  the  government's  fiill  weight  behind  the  efforts 
of  U.S.  businesMS,  both  small  and  large,  to  compete  effectively  in  foreign  countries.  TD  experts 
work  one-on-one  with  U.S.  exporters,  small  and  large,  and  offer  hands-on  counseling  and  support 
fi'om  all  branches  of  the  U.S.  Government  for  advocacy  projects. 

Government  advocates  for  businesses  in  several  ways.  Advocacy  is  not  just  for  large  companies 
seeking  m^or  foreign  procurement  and  projects.  Direct  support  for  small  firms  may  involve 
Cabinet  officials,  senior  commercial  officers  in  embassies  around  the  woHd,  and  U.S. 
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ambassadors.  Advocacy  efforts  are  muhipiied  by  others  in  the  Admiiiistration  from  the 
Departments  of  State,  the  Treasury,  Transportation,  and  Energy,  and  agencies  such  as  Eximbank, 
the  Small  Business  Administration,  others  because  the  Center  coordinates  the  approach  and 
follows  up  on  each  effort. 

Presidential  Business  Development  Missions  are  another  tool  of  advocacy.  Every  one  of  the 
Presidential  Business  Development  Missions,  and,  for  that  matter,  virtually  all  the  more  routine 
trade  missions,  include  executives  from  smaU  and  medium-sized  firms.  A  few  examples:  the  CEO 
of  a  company  called  Environmental  Remediation  Technology,  based  in  Clinton,  Mississippi,  and 
employing  five  people,  went  to  Russia  with  Secretary  Browa  The  CEO  and  owner  of  Systems 
Integrated,  from  Orange,  California,  and  employing  SO  people,  went  to  China. 

Our  industry  specialists  advocate  for  small  companies  every  day.  They  assist  companies  in 
removing  obstacles  and  barriers  to  doing  business  in  various  countries.  When  appropriate, 
industry  specialists  lay  the  groundwork  for  spme  small  companies  to  meet  with  the  Secretary, 
provide  them  with  assistance  in  working  with  Eximbank,  the  Overseas  Private  Investment 
Corporation  (OPIC),  and  the  Trade  &  Development  Agency  (TDA),  and  obtain  assistance  from 
other  agencies.  Our  industry  specialists  work  with  comptaiy  offidals  in  numerous  ways  to  help 
them  accomplish  their  business  objectives. 

ITA's  Advocacy  Center  has  supported  small  businesses  participating  m  ^obal  competitions.  For 
example,  with  assistance  from  the  Advocacy  Center ,  Aquatics  UnlinBted,  Inc.  was  able  to  secure 
the  necessary  Indonesian  Government  approval  to  dose  a  deal  sdUng  their  dredging  equipment. 
The  agreement  is  expected  to  be  worth  $10  million  over  the  next  five  years,  with  85  percent  of  the 
materials  originating  in  the  United  States.  In  addition,  this  agreement  will  more  than  double  the 
staff  at  Aquatics  from  20  to  SO  people. 

Public-Private  Partnerships 

IT  A  builds  partnerships  with  the  private  sector  to  ensure  export  promotion  programs  and  U.S. 
trade  policy  are  customer  driven.  ITA  works  dosely  with  small  business  to  devdop  and  refine 
our  export  promotion  programs  to  me^  small  business  needs. 

Market  Development  Cooperator  Prognun  —  ITA's  Market  Devdopment  Cooperator  Program 
(MDCP)  builds  partnerships  one-by-one  with  eligible  industry  groups.  These  partnerships  are 
designed  to  help  minimize  risks  inherem  in  implementing  innovative  private-sector  market 
development  ideas.  The  program  recognizes  that  pooling  federal  and  private  resources  will  have  a 
synergistic  effect  in  the  international  marketplace.  Eligible  industry  groups  represent 
predominately  small  companies.  In  &ct,  an  important  evaluation  criterion  each  applicant  must 
address  is  the  degree  to  which  the  applicant  organization  represents  small  businesses.  To 
encourage  additional  applications  from  organizations  rq>resenting  small  business  and  traditionally 
disadvantaged  or  under-served  groups,  ITA  will  set  aside  $250,000  of  the  fiinds  available  for  the 
MDCP  to  make  awards  of  at  least  $50,000,  but  less  than  $100,000.  The  opportunity  to  compete 
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for  small  awards  hopefully  will  encourage  organizations  to  apply  that  previously  felt  themselves 
either  at  a  competitive  disadvantage  or  unable  to  match  a  larger  MDCP  grant. 

Private  Sector  Advice  ~  Small  business  has  a  strong  voice  in  trade  negotiations  and  formulating 
U.S.  trade  policy  through  the  Industry  Sector  Advisory  Committee  on  Small  and  Minority 
Business  for  Trade  Policy  Matters  (IS  AC  14).  The  Committee  is  the  only  trade  advisory 
committee  to  the  U.S.  Government  focusing  exclusively  on  small  and  minority  business  concerns. 
IS  AC  14  is  one  of  the  21  committees  of  our  Industry  Consultations  Program,  which  were 
established  by  Congress.  IS  AC  14  offers  a  different  perspective  on  trade  issues  and  policy  and  its 
Ivice  helps  keep  the  Department  of  Conunerce's  work  relevant  to  the  real  export  problems  small 
jsinesses  experience.  IS  AC  14  has  provided  advice  on  a  broad  range  of  trade  policy  issues  and 
litiatives  undertaken  by  the  Administration,  including:    export  financing.  Summit  of  the 
jnericas,  NAFTA,  National  Export  Strategy,  and  TD's  small  business  export  strategy.  IS  AC  14 
as  a  long  history  of  service  and  has  worked  to  combine  small  business  trade  policy  development 
nth  enhancing  market  opportunities  for  small  firms.  In  addition  to  IS  AC  14,  we  work  hard  to 
nsure  that  small  businesses  are  well  represented  on  all  of  our  advisory  committees. 

iupporting  U.S.  Competitiveness 

TA  specialists  counsel  small  firms  on  foreign  market  conditions  and  opportunities  and  provide 
bUow-up  assistance  on  specific  export  sales. 

lusiness  Assistance  —  Every  year,  ITA  provides  thousands  of  small  businesses  valuable 
nformation  and  analysis  on  foreign  market  conditions  and  opportunities.  This  unique  industry 
nformation  is  not  available  fi-om  any  other  source  either  public  or  private.  Small  businesses  find 
hat  our  industry  specialists  are  able  to  save  them  time  and  money  by  providing  such  information 
js  foreign  market  research,  export  targeting  guidance,  product  or  service-specific  trade 
apportunities  and  obstacles,  statistical  data,  industry  trends,  and  the  status  of  intellectual  property 
protection  overseas.  ITA  research  and  analysis  is  of  particular  benefit  to  small  businesses  that  do 
not  have  the  resources  or  personnel  to  develop  market  research  of  the  quality  and  variety  required 
in  planning  any  export  initiative. 

ITA  industry  specialists  also  track  specific  market-access  problems  faced  by  small  companies  and 
prepare  analysis  and  reports  on  barriers  to  trade  encountered  by  U.S.  companies.  ITA  analysis  is 
factored  into  trade  negotiations  as  ITA  provides  industry-specific  and  country-specific  support  for 
our  negotiators.  A  prime  example  is  our  Chemicals  Division,  which  is  responsible  for  pioneering 
the  first  "tCTin*  of  reference  agreement"  with  China  under  the  U.S. -China  Joint  Commission  on 
Commerce  and  Trade  (JCCT)  business  development  working  group.  The  agreement  will  foster 
fiitiire  trade  opportunities  in  China  for  the  U.S.  chemical  sector  through  the  easing  of  trade 
barriers  and  cooperative  trade  events. 

In  the  interests  of  serving  the  small  business  community  better,  ITA  has  placed  extensive 
information  on  the  Department's  Electronic  Bulletin  Board  (EBB)  and  in  the  National  Trade  Data 
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Bank  (NTDB).  This  allows  small  finns  inexpensive,  rapid  and  easy  access  via  the  Internet.  We 
are  now  placing  materials  on  the  ITA  home  page,  which  is  accessible  from  the  Internet. 

Trade  Events  —  ITA  has  aggressive  work  plans  for  trade  events  that  encourage  development  of 
business  contacts  with  potential  foreign  purchasers  and  partners.  ITA  events  include  trade  fairs, 
trade  missions,  and  product  literature  exhibits.  For  the  smaller  company  that  would  not  be  able  to 
do  this  on  its  own,  trade  promotion  events  provide  a  direct  and  effective  way  of  undertaking  the 
first  steps  in  developing  overseas  business,  exploring  new  markets,  identifying  specific  export 
opportunities,  and  meeting  potential  buyers.  Our  industry  spedalists  conduct  ova  80  export 
promotion  events  per  year.  In  FY  1994,  our  industry  specialists  served  3,689  participants  in  85 
events.  A  high  percentage  of  these  participants  are  small  businesses. 

Trade  Missions  provide  participants  fit>m  specific  industry  or  service  sectors  with  detailed 
marketing  information,  advanced  planning  and  publicity,  logistical  support,  and  appointments  with 
potential  buyers,  government  officials  and  other  essential  contacts.  In  general,  mission 
participants  are  from  small  firms  with  no  current  overseas  presence.  In  FY  "95  our  industry 
specialists  are  conducting  over  30  trade  missions,  covering  a  wide  range  of  industrial  and  service 
sectors.  Our  iiidustry  experts  work  with  U.S.  industry  to  develop  and  implement  sectoral, 
market-opening  missions  throughout  the  worid  where  trade  missions  and  sectoral  events  cannot 
be  privatized  or  governments  have  important  influence  over  industry  decisions.  Attached  is  a 
letter  from  Charles  Shanklin,  President,  Artais  Weather  Check,  Inc.,  in  which  he  writes  about  his 
highly  successfiil  participation  in  ITA's  Aeroq>ace  Executive  Trade  Mission  to  the  ASEAN  region 
(Appendix  B-1).  Mr.  Shanklin  said,  "The  benefit  this  type  of  mission  offers  should  be  promoted 
to  other  small  business  that  could  ben^  fioqa  top  levd  meetii^." 

Product  Literature  Exhibits  are  especially  valuable  to  small  businesses  that  cannot  afford 
extensive  overseas  travel.  This  is  a  low-cost,  low-risk  service  that  helps  generate  significant  trade 
leads  and  market  exposure.  Product  literature  is  diqilayed  at  trade  shows  around  the  world  to 
potential  agents,  distributors  and  buyers  in  selected  markets.  Two  recent  events  of  our  Forest  and 
Building  Materials  Division,  for  example,  were  product  literature  exhibits  costing  $400  per 
participant.  Over  70  percent  of  the  participants  of  these  two  exhibits  were  small  companies.  Our 
industry  specialists  are  conducting  over  20  product  literature  ejdiibits  in  FY  1995. 

Trade  Fairs  offer  small  businesses  an  opportunity  to  exhibit  their  goods  and  services  to  various 
markets  around  the  world.  Our  Office  of  Computer  and  Buaness  Equipment,  for  example, 
supports  a  variety  of  trade  fairs  and  estimates  that  80  to  85  percent  of  tlie  companies  it  recruits 
are  small  companies.  All  firms  recriiited  for  trade  &irs  beneiSt  from  our  extenave  overseas  market 
promotional  campaign  to  attract  the  appropriate  business  audioices.  Our  staff  also  arrange 
meetings  and  introductions  with  potential  foreign  buyers  and  provide  logistical  support  for 
participants.  Over  20  trade  fairs  are  planned  in  FY  "95. 


481 


Industry-Specific  Programs 

Described  below  are  examples  of  some  of  our  industry-specific  programs  which  support  U.S. 
businesses  competitiveness. 

Environmental  Technologies  —  As  part  of  the  National  Export  Strategy,  we  are  focusing  on  the 
needs  of  the  American  environmental  business  community,  which  includes  a  large  percentage  of 
small  businesses.  We  are  working  to  find  new  solutions  to  the  challenges  of  increasing 
environmental  exports.  Environmental  technologies  are  a  potentially  powerful  engine  for  the 
creation  of  national  wealth  and  high-paying  jobs  for  Americans.  In  1993,  it  was  estimated  that  the 
worldwide  market  for  environmental  technologies  totaled  S288  billion.  By  1998,  it  is  estimated 
that  it  will  reach  $391  billion.    We  are  working  closely  with  the  environmental  business 
community.  We  convened  the  Environmental  Technologies  Workshop  with  industry  and  trade 
associations  to  develop  recommendations  for  improving  environmental  technologies  development 
^Tid  commercialization.  The  workshop  focused  on  three  topics:  government-imposed  barriers, 
research  and  development  initiatives,  and  design  vision  for  the  industry.  We  also  formed  a  new 
advisory  committee,  the  Environmental  Technologies  Trade  Advisory  Committee,  to  promote  a 
close  working  relationship  between  government  and  industry  and  to  expand  export  growth  in 
priority  and  emerging  markets  for  environmental  products  and  services. 

Services  Initiatiye  —  The  fastest  growing  segment  of  the  U.S.  economy  is  services,  which 
account  for  ova*  half  of  U.S.  production  ($3.4  trillion  in  1993  GDP)  and  roughly  75  percent  of 
non-farm  private  employment  (almost  68  million  jobs).  Services  firms,  the  overwhelmingly 
majority  of  U.S.  small  companies,  have  increasingly  turned  to  exporting  as  barriers  to  services 
trade  have  fallen  and  trends  in  the  global  economy  have  increased  demand  for  advanced, 
innovative  technologies. 

We  are  expanding  our  support  for  our  services  exports.  Secretary  Brown's  initiative  to  promote 
service  industries  recognized  the  importance  of  service  industries  to  the  U.S.  economy  and  trade. 
This  initiative  is  being  uivdertaken  as  a  four-part  program  to  promote  U.S.  services  exports  and 
includes  1)  activities  to  establish  a  U.S.  industry-government  partnership;  2)  trade  policy 
negotiations  to  increase  foreign  market  access;  3)  selected  trade  promotion  activities;  and 
4)  advocacy.    Negotiations  are  a  critical  component  as  we  work  to  ensure  that  overseas  markets 
are  truly  open  to  competition.  We  are  building  on  our  negotiating  efforts  through  a  strong 
services  export  (kvelopment  program,  which  includes  strategic  planning  for  different  geographic 
markets  and  di£ferent  services  sectors,  such  as  financial  services.  We  are  also  working  with  other 
agencies  to  improve  the  scope  and  quality  of  services  data,  which  limits  exporters'  ability  to  plan 
export  strategies  and  our  ability  to  analyze  foreign  markets  for  export  promotion  purposes. 

Information  Technologies  —  Under  the  auspices  of  the  Market  Development  Cooperator 
Program,  we  have  begun  a  pilot  program  to  expand  exports  by  small  firms  in  the  information 


482 


technologies  sector,  focusing  on  three  geographic  areas  -  Japan,  China,  and  the  European  Union. 
Many  small  information  technology  firms  have  product  lines  very  suitable  for  exporting  but  these 
firms  are  not  realizing  their  full  export  potential.  As  a  model  of  cooperation,  IT  A  and  the 
American  Electronics  Association  (AEA)  have  developed  a  partnership  to  expand  exporting  by 
small  information  technology  firms.  This  partnership  has  three  primary  components  -  joint 
exporting  and  financing  seminars  in  key  geographic  locations,  joint  booths  at  key  trade  events, 
and  U.S  industry  offices  in  Japan,  China,  and  the  European  Union. 
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March  8,  1994 

Mr.  ElaymotKi  £.  Vickery,  Jr. 
Assistant  SeCT«^u7 
U.  S.  Department  of  Commerce 
International  Trade  Administration 
Mth  &  Constitution,  Room  3832 
Washington,  D.  C.  20230 

Dear  Mr.  Vikery: 

I  would  like  to  take  this  opportunity  to  express  my  appreciation  for  the  very  successful 
Aerospace  Executive  Trade  Mission  to  the  ASEAN  rcgioa.  Al^ough  this  was  the  firs: 
irade  mission  I  have  been  involved  in,  the  effort  put  forth  by  your  associates  should  be 
cotnmcnded.  I  am  encouraged  by  the  effort  that  was  put  forth  by  our  [ntcmational 
Deportment  of  Commerce  to  procnole  business  for  small  companies  as  well  as  large 
companies. 

Artais  Weather  Check  is  a  small  ($5  million  sales)  privately  owned  company.  We 
manufacture  an  f  AA/NWS  certified  Automated  Weather  Observing  System  for  airports. 
We  started  promoting  the  AWOS  system  internationally  in  1991.  We  have  been 
successful  in  Taiwan  (1 5  systems)  and  China  (1  system)  but  not  in  the  other  ASEAN 
countries.  In  each  of  the  three  countries  that  I  visited,  Malaysia,  Thailand  and  Indonesia, 
the  interaction  between  the  Military,  Commercial  and  Government  agencies  was  very 
well  coordinated  with  qualified  potential  customers  and  capable  agents. 

As  a  small  company,  Artais  has  not  been  able  to  enjoy  some  of  the  luxuries  that  large 
businesses  take  for  granted.  Small  Business  is  continually  faced  with  the  limited 
capability  of  atttacting  the  proper  audience  and  establishing  meetings  with  the  higher 
level  decision  makers.  The  Trade  Mission  was  the  first  opportunity  for  Artais  to  make 
these  crucial  contacts  and  we  have  consequently  been  successfiil  in  identifying  new 
opportunities"  in  each  cotmtrjr.  The  following  is  a  listing  of  the  projects  that  we  are 
working  on  as  a  direct  result  of  the  Trade  Mission: 

■■Wa/gy.ffjj  1  y  The  new  Kuala  Lumpur  International  Airport  has  an  existing 

requirement  for  an  AWOS  system  (potential  value  $750,000.)  2)  The  existing  Subang 
Airport  in  Kuala  Lumpur  needs  to  upgrade  their  AWOS  system  (potential  value 
$200,000.)  3)  Five  additional  airports  are  planning  for  AWOS  equipment  as  port  of  an 
overall  Air  Traffic  Control  upgrade  program. 


■Artais  WealherChecK,  inc.,     4660  Kenny  Rood.     Columtxis.  Ohio    43220 
614-43!-a388.  FAX  614-45J-0229 
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P\allin(i  1 )  The  ThailaQd  Meteorological  department  is  planning  a  National 

Weather  Processing  system  valued  at  S40  millioQ  dollars  uicluding  10  remote 
meteorological  systems  tliat  Artais  will  be  bidding  for  (potential  value  5250,000.)  2) 
Two  airpors  will  be  accepting  bids  for  aWOS  within  the  next  60  days  (potential  value 
S500,000.)  3)  Five  additiooaJ  airports  plan  AWOS  installainons  within  the  next  12 
months  (potential  value  51^50,000.) 

Indamsltt        This  country  has  over  300  airports  in  use  by  commercial  aviation  with 
very  limited  weather  reporting  systems.  In  fact,  tiic  pilots  I  talked  to  indicated  that  they 
usually  watch  CNN  in  the  mommg  to  get  an  idea  of  whax  the  weather  will  be  for  the  day. 
Obviously,  the  opportunity  here  is  substantial. 

[f  Aitais  had  not  participaled  in  the  Trade  Mission  we  would  not  be  aware  of  this  activity. 
Now  that  Uie  prograais  have  been  identified,  we  can  concentrate  our  eflforts  on  closing 
some  of  these  sales. 

I  would  like  to  express  again  ray  appreciation  for  being  considered  for  this  mission.  The 
benefit  this  type  of  mission  offers  should  be  promoted  to  ortier  small  business  that  could 
benefit  from  top  level  meetings. 

Please  forward  my  sincere  thank  you  to  Tong  Soo  Chung,  Mike  Diaz  and  Audrey 
•Smcrkanidi  as  well  as  the  In-Country  representatives  for  making  this  a  sueccssfiil  trip  for 

Aitais. 


Respectftilly, 


Charles  R.  Shankiin 
President 

CC:  Mike  Diaz 


Pnois  weatnet  Check.  Inc..    <16<50  Kerviy  Road.     Cdumbus.  Ohio   43220 
6U.451-8088,  FAX  614-451-0229 
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high  ^£Ct\  praducu  >n^  to-vkri  crn  be 
inunii<Uttng  to  even  iW  ma«t  w«Mn«d 
cyfcKrmc 


I   JUI 


nj  the 


Cohimbua's  Trade  (Vnl  USA.  one  q( 
!0  electruntc«lly  finlcd  ir*de  poiMi 
(hroogrtotjt  the  ^crld,  rc«liccd  it  w^mld 
hivt  (O  Ond  1  wiy  to  »ddrc3=  -Jul  pro^ 

Icm  if  k  wwo  (o  iccwvplah  ita  jod  of 
opening  up  the  wo<'td  of  intemitional 
TaJe  lo  imail*  «od  modium-(iird  b<ui- 

To'«-ird  that  end.  lock  Tomt  bejin 
iho  tctive  rocruitnicM  ef-buimcrti  pvri' 
ncJT  lo  heJp  develop  tn  online  retourte 
icrvtcc  TKa  »erv»c«  would  pr^'ide  bust- 

fn«ies  wild  taoh  lo  ana  ch.c  wodd  of 
electronic  commcrte  wid  jc.  yp  en  i;iftf 
'UOuiqI  IrWc  prucrani. 

jy-z,  nm  prowrype  of  Ota  jyr.em  •■« 
praviewed  tt  the  World  T/iiic  ttJub*- 
Iio/v  part  of  Che  Wodd  SuniTwl  o«  Trade 
Efficiency  hdd  in  Colamb«  Iwi  Otd- 
ber.  Since  then.  Tnde  PoUi  USa  hit 
been  refmiag  the  lyficn  uid  fifulums 
irronsomenu  with  the  camp«niei  iKi: 
»ill  be  conUibubng  thci/  twvwet  to  ibe 

so*  CytonVKtf.  pao«  20 


Trade  Point  to  debut  info  services  in  April 


By  JOHH  iV.  FUSES 

(f  Jcvdopirf  Tr»d<  Pbini  USA  -«  l.ka  I 
houK.  we're  doint  t^c  fiaisbinl  *M(li  ''i^' 
director  RjBdal)  Scniik 

A  b«<ter  •mloo'-  be  itid.  -oold  S-  .f  r~  C 
Tnde  Point  a  neithborhood.  'All  the  liouscj  Ji 
oo**  we'rr  lookinE  for  ibe  people  to  tjvc  m 
twd.  More  o^wdc  poinci  »fvj  more  co<nc«nia 


rtwfl 


r  (ti£  t 


m»M*  noccDtry  lo  bcco«nc  ihc  fn 
ruuonal  innuaion  for  cne  future. 
Trade  ^ini  vi  nnjjirirg  »  fo* 
113  new  home  paqc  on  ifle  Imeme 
ind  upccxi  (o  have  n  "heii  lenct 
lo  >t«  cijmrt  page  w»(t  fre  new  tm 


i^dofca  w*d  adJiuooil  Iraki  (o  other  dm  h4jcs. 

Smith,  iww  in  hii  iiAlh  mo<Mb  «  Tr*dc  F*oim'«  dirr:- 
Wf.  11  cici/ly  cjujh:  up  in  iho  ctci'^ercerl  oCopetTing 
Amerks'i  Tow  m^or  mtcmattoflai  Tide  cem«.  YoutS- 
ftjl  irni  a/ncoJite.  he  Ulki  n  t  nith.  fiicu  and  ncutci 
cpilli0K  oot  aa  ha  shaKj  his  virion  wich  vintcn. 

Trade  po<no  —  (here  are  39  »o  fi/  worldwide  —  -til 
hefp  to  remove  iraJe  barricta.  inacne  acco.*  to  tntie 
infommlion,  tu!  trvi sport a( ton  cttjii  wt*  level  the  iilob*i 
pJ^yinl  field,  hctaid. 

Right  now.  there  are  to  many  eountnea  wiih  ,<o  *rw\v 
dirTcrenl  regnlBiionx  u\*i  fornti,  it  in*p<Oej  ifule,  *>« 
ia*d.  -TTk  coniamer  ihip  ihM  c«mr»  irwo  fxxi  S.^t  80(1 
puund*  of  pop«fwo*ta  for  *h.^i  CMg«   —  i^**'  '  S"'  '" 

Oucin  the^^mwin^.twareneaoflbe  Tf:»dc  fointi  J-'d 


Trade 

conUrxHJd  from  paga  1 7 

UKreiscd  taJej  volurot.-  Shjmklin  t*ia. 

Arujj'tt»i*»n  office  jporiicadi  the 
expansion  cffon.  That  i9«m  conccn- 
rritei  on  lh«  PjciHc  Rim  ..-ounlrio 
which  Shi,Tkl',n  jcci  u  holding  ihc 
mosi  poieniid!  for  i«lcs.  "Their 
economics  are  j/owing  tubsianililly. 
but  Lhey  doo'l  hive  lufricier.i  (crrajiruc- 
rore  «nd  air  tnlTic  conlxol  sysicmi  lo 
si^pcn  npidljr  jrowioj  md  expanding 
economiej.  Air  Innipon  ij  the  key  (o 
commerce,"  ShaoJcJin  aid. 

The  government-jponsored  trip  list 
month  ushered  U.S.  buiineu  ej^cculivea 

10  three  of  thete  po<enti»l  enirkeu  

Thailind,'  Miliyua  ind  Indoneiu.  One 
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day  in  cich  country  *«3  reaerved  for 
meetings  with  potantiol  business  con- 

[n  MaJayua.  Shanklin  had  \i,  thiny- 
minuie  mectingj  from  9  a.m.  to  iiO 
p.m.  Though  Thailand  and  Indonejii 
ineclingj  weren't  «i  nuijieroue. 
Shanklin  said  he  was  JOUghl  out  in  all 
three  counirica.  "t  had.  in  most  Ci^e^ 
.•nore  appoinLmcnLS  than  inyonc.  That 
shows  that  people  uc  interested  in  our 
products."  be  snid. 

TTic  American  executives  wcrr  given 
idvancc  infornulion  on  ihe  three  oaun- 
(ries  and  met  with  the  foreign  commer- 
cial officers  at  each  U.S.  Embasiy. 
.American  military'  ofTiccrs  bised  in  the 
couniricj  »/ero  also  able  to  provide 
info.TTiation  ind  contacts. 

The  major  benefit  to  us  u  a  small 
company  was  Ihe  ability  to  meet  sonic 


of  Ihe  dirrcioa  of  the  programs  mad  pri- 
nLiry  decision-makers  in  large  prognicna 
ifjt  we  odierwue  wouldn't  have  gotten 
Ihe  audience  for.  As  a  small  company, 
u'j  \\act  for  us  10  call  these  people  lo' 
request  J  meeting."  Shinxlin  said.  • 

Though  some  of  the  contjcts  needed 
lervices  ihjt  a  low-volunic,  -jiiall  buai. 
naj  CM't  provide.  Shcnk.'in  sitll  law 
potential.  He  «:s  hii  buiina.  growth 
matching  thai  of  his  potential  cus- 
tomers. 

"Malaysia  ii  planning  a  new  airport 
that  is  lupposed  to  handle  the  capacity 
of  lOd-miUion  passengers  per  year  by 
the  year  :02J.' That's  twice  the  size  of 
Chicago  today."  Shanlclin  said.  He 
added  that,  when  these  coum'ncs  build 
huge  hubs,  they  need  lo  upgrade  the 
unallcr  airports  ta  keep  up. 


■.^,-.^>.-'-i 
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THE  SECRETARY  OF  COMMERCE  - 

W....n,u,n.O.C.  20=30         J^^^J(  ^\ 


The  United  States  Department  of  Commerce 

Commerce  Works  with  Small  Business 

THe  Depamnent  of  Commerce  has  an  unprecedented  record  of  enhancing  opportunities  for  Amena's  smaJJ-  and 
Te^uS^^Uesses,  both  domesticaUy  and  abroad.  Our  programs  are  customej>dnven  and  del.vered  w,th  a 
^^^T«^  tape.    We  co-locate  w,th  other  agenaes  to  deliver  'one  stop  shopping";  we  ensure  maximurn 
^^g  ofTe^  resources  bv  forming  partnerships  whenever  possible;  we  custom  taJor  our  services  through 
l^^iL^  counseling  sessions,  targeted  publ.cauons.  and  industry  informauon;  and  we  engage  communities 
assisted  by  our  programs. 

TRADE:  Supporting  Export  Driveo  Growth 

Priorities 

o  Implementation  of  the  National  Expon  Sirateg>'  because  exports  mean  jobs. 

Acti^ities  in  this  area  focus  on:  promoung  e.-cports-.  reduang  expon  bani«  »^«!^'™"8  ^f.  .«P°" 
co^lTand  working  with  our  trading  partners  to  open  maricets  -  including  GATT  and  NAFTA,  and 
enforcing  trade  laws. 

Commerce  bureaus  responsible  for  these  efforts  include  the:  International  Trade  Administration;  Bureau 
of  E-xpon  Administrauon;  and  U.S.  Travel  and  Tourism  Admimstrauon. 


.'Actions 


T|,.T^...nfnnn.,inn  Center  mO:  With  just  one  call  to  1 -800-USA-TT^E.  the  TIC  ^J^^f' 
of  advtsmg  smaU  businesses  and  e.xporters  on  how  to  locate  and  use  Government  programs  and  guide 
them  through  the  export  process. 

Pv^nA..^nce  Center.:  Now  open  m  Baltimore.  Miami.  Chicago  and  Long  B';^<=h'n  coope^uon  with 
SBA  AID  EximBanlc  nates  and  non-profit  organizations  in  order  to  provide  a  full  range  of  export 
p^liSSl^Vbusinesses  under  one  roof  Oer  1.000  calls  and  faxes  are  received  daily  requesung 
export  mfonnaiioa. 

Advocacy.  To  ensure  that  American  businesses  compete  and  win  in  intemauonal  competition,  the  U.S. 
aovemmem  Btovides  the  advocacy  necessary  to  support  our  companies  m  this  competinon. 

17p^^S^CcemT^E0-s  that  Secretary  Brown  has  taken  on  ^---,<^°P-°' "^f 
h^rbeen  &om  smaTTd  medium-sized  companies,  with  many  of  them  successfiUly  ftmhenng  specific 
deals  and  expanding  business  contacts  Ma  DOCs  assistance  and  advocacy. 

Fyr^^rnmrols/Licensinr  To  ensure  that  controls  do  not  place  U.S.  firms  at  a  ^"^^'^^^^^ 
e^S^^controVandli^ng  deosKins  are  regularly  reviewed  to  assess  jhe  econonuc  ""J^""  J^"'^" 
business.  Over  $32  bUIion  in  exports  no  longer  require  poor  expon  ^"f  "f^""^^^^^'!;  "I^^' 
control  reform,  thus  reduang  potenual  trade  barriers  and  increasing  U.S.  Global  compeuuveness.    we 
esumate  that  over  500.000  jobs  are  effected  b>-  these  comroU. 
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o  United  Stale  Travel  and  Tnnnsin  Admininration:  USTTA  provides  technical  gtudance  and  assistance  to 

tounsm-related  small  businesses  with  the  goal  of  increasing  the  visibility  of  their  products  in  the 
intemauonal  maricerplace  through  international  trade  newslenen.  topical  training  seminars,  parucipauon 
in  public/private  partnership  advertising  and  promouon  campaigns  and  regional  marlcet  deN-elopmem 
programs.  The  United  Slates  Travel  and  Tourism  Informauon  Network  (USTTTN)  provides  a  unified, 
standardized  and  user-friendly  electronic  link  to  tourism  related  information  on  the  Internet  USTTTN  is 
Aiily  funded  by  private  industry  in  cooperation  with  USTTA.  Please  call  (202)  501-8141  for  more 
infomiation  about  USTTA  services. 

Small  Busiaess  Success  Stories 

o  Domestic  counseling  focused  on  small  and  medium  sized  firms  facilitated  over  S4. 1  billion  in  exports  in 

1994.  Since  the  establishment  of  the  Advocacy  Center  in  November  1993.  Commerce  advocacy  has 
helped  U.S.  companies  with  foreign  contracts  with  an  export  content  of  S24.6  billion. 

o  A  small  drink  dispensing  firm  capitalized  on  a  contaa  made  with  a  Me.xican  firm  at  the  World  Cup 

Soccer  Games  in  Chicago.  The  firm's  owner  sought  the  advice  and  counsel  of  an  ITA  regional  office. 
The  owner  states:  "In  1993  when  I  staned  this  business.  I  knew  absolutely  nothing  about  intemauonal 
trade.  Today  I  am  doing  business  in  25  countries  and  have  7  employees  —  Ave  of  them  hired  to  handle 
international  sales  which  now  account  for  73%  of  my  business.  Without  the  advice  and  programs  of  the 
U.S.  and  Foreign  Commercial  Sen-ice.  these  jobs  would  not  exist" 

0  A  small  company  with  annual  sales  around  S5  million  states:  'As  a  small  company  we  have  not  been  able 

10  enjoy  some  of  the  luxuries  that  many  businesses  take  for  granted.  Small  business  is  continually  faced 
with  the  limited  capabilit\-  of  attracting  the  proper  audience  and  establishing  meetings  with  the  higher 
level  decision  makers.  The  trade  mission  was  the  first  oppommity  for  us  to  make  these  crucial  contacts, 
and  we  have  consequemh-  been  successfiil  in  identifying  new  oppoftunities  in  each  country.  USOOC 
assistance  has  certainly  helped  support  and  increase  our  jobs  here." 

3  A  member  of  the  Secretary  Brown's  delegation  to  the  African-American  Summit  in  Senegal  was  able  to 

conclude  negotiations  in  a  joint  venture  which  was  signed  during  the  \isit.  Important  contacts  made 
during  this  mp  are  manifesting  in  business  negotiations  with  the  government  of  Burundi. 

=  .A  joint  venture  bervveen  USTTA.  Permsylvama.  Rhode  Island  and  a  small  business  tour  operator  resulted 

in  a  16  percent  increase  in  German  MSitauon  to  the  region  served  by  the  tour  operator  at  a  time  when 
German  amvais  to  the  U.S.  as  a  whole  fell  by  7  percent  The  tour  operator  has  e.\panded  operauons  into 
four  new  U.S.  cities,  tripled  her  staff  and  doubled  the  size  of  her  business. 

TECHNOLOGY:  The  Foundation  for  Growth  and  Competitiveness 

Priorities 

0  Fostering  the  development  of  long-term,  high  risk  research  and  development  deplo>ing  technology  to 

small  and  medium-sized  manufacturers:  acceleraung  development  of  the  National  Information 
Infrastructure,  and.  protecting  intellectual  property  rights. 

o  Commerce  bureaus  responsible  for  these  efforts  include  the:  Technology  Admimstration.  Nauonal 

Institute  of  Standards  and  Technologv-,  Nauonal  Telecommmucauons  and  Informauon  Administration, 
and  Patent  and  Trademark  Ofilce. 
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o  ManufacniiniiB  gatleiqioii  Panndship:    Provides  the  Nation's  3 8 1 ,000  small  and  medium  sized 

manufactmen  witli  '"'•♦"~-''  hands-on  assistance  and  Information  required  to  compete  in  the  global 
economy.  Customer  smveys  indicate  that  rtsxHliirds  of  MEP  clients  feel  the  centers  are  the  only,  or  best 
source  of  cost-efiboive  assessments  and  unbiased  information  on  available  products  and  services  to  meet 
client  needs.  Witbont  MEP.  many  firms  could  not  afford  these  services.  Surveys  returned  by  610 
companies  served  by  13  MEP  Centers  in  1994  document  benefits  of  $167  million  to  the  companies, 
including  sales  incieases  and  cost  savings  attributable  directly  to  implementation  of  Center 
recommendatioiis.  These  statistics  represent  a  conservatively  estimated  benefit  of  $8  on  each  SI  that  the 
Federal  govenunent  invesB  in  this  program.  Please  call  (301)  97S-3414  for  more  information  about  the 
MEP. 

o  Advanced  Technology  Program:  The  ATP  is  a  umque  partnership  between  government  and  industry  to 

accelerate  the  devdopment  of  high-risk  technologies  with  significant  commercial  potential.    The 
technologies  expkxed  for  devdopment  are  seleaed  and  led  by  industry,  which  must  share  projea  costs. 
Since  the  ATP  focuses  on  the  de%'elopment  of  'pre-competitive'  commercial  technologies,  it  facilitates 
formation  of  consonia  between  companies  and  their  suppliers  -'  thereby  allowing  the  Ijest  and  brightest' 
to  work  on  common  problems.  About  half  of  the  177  ATP  awards  to  date  have  gone  to  indri-idual  small 
businesses  orjoim  ventures  led  by  small  busmesses.  Please  call  (301)  975-5187  for  more  informauon 
about  ATP. 

o  National  Instimie  of  Standards  and  Technologv  Laboratories:    An  impartial  source  of  expertise  to 

support  business.  NIST  deiTiops  measurement  capabilities  that  are:  beyond  the  reach  of  individual 
companies:  needed  widdy  by  industiy;  and  likely  to  havt  a  high  economic  impaa  ifproxidod.  Small  and 
medium-sized  >»i»iii«^M't  ^rrrmmtiii  for  nearly  thiee-fourths  of  the  2300  industrial  customers  who 
purchased  special  fflST  meKntement  materials  in  1994.  Please  call  (30 1)  973-4000  for  mote  information 
about  NIST  labotatonr  sen-ices. 

o  Malcolm  Baldriee  National  Onalitv  An^ird:  The  Baldrige  Award  was  established  in  1987  b\-  Congress  to 

recognize  U.S.  ""■t""''''  for  their  quality  improvements:  promote  quality  awarenesr.  and  to  provide 
information  on  mT'-r^fiil  quality  improvement  strategies.  The  basis  for  the  award  is  simple,  a 
conuiuiment  to  quality  is  a  prerequisite  for  doing  business  in  todays  competitive,  customer-oncnted  world 
market.  Since  1988.  almost  one  million  copies  of  the  award  cntena  hav'C  been  distnbuled.  Both  large 
and  small  business  have  won  the  award  and  are  very  active  in  using  the  criteria  to  improve  their 
operations.  Awards  are  gi\«n  in  the  manufacturing,  service  and  small  business  categories.  Please  call 
(301)  975-2001  for  more  information  about  the  Baldrige  award. 

o  NTlA/niAP:  The  Teieconunnnications  and  Information  infirasinicture  Assistance  Program  was 

established  in  FY  1994  to  advaitce  an  importaiu  national  goal:  to  build  the  National  Information 
Infiastructmc  (■ugiaiu.  TTIAP  goals  include:  promoting  the  deveiopmem  and  widespread  availability  of 
advanced  i«i»«»i»iiiMn«.iii««i«  technologies,  and  enhancing  the  delivery  of  social  services.  Please  call 
(202)  482-5|nteiDa«einfiMiiaiion  about  the  TIIAP 

o  Patent  and  Tradumili  Office:  Small  companies  are  often  our  most  innovative  and  productive  sources  of 

ideas  and  icchanlogie«.  The  PTO  provides  universally  recognized  protection  against  infringement  on  the 
rights  of  the  boMen  of  patents  and  trademarks  thereby  enhancing  innovation.  For  more  information 
about  the  PTO  pl«asecall  (703)  351-8341, 

Small  Business  Success  Stories 

3  A  small  auto  indusnr  raachine  shop  and  parts  supplier  became  a  sole-source  supplier  to  a  major 

automobile  manu&coirer  afler  working  with  an  MEP  center.  The  sole-source  designation  resulted  in  a  I  i 
percent  increase  in  sales  and  snmulated  a  lo  percent  increase  in  capital  equipment  purchases. 
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o  Although  the  major  benefits  of  the  ATP  will  take  years  to  realize,  preliminary  data  from  34  small  firms 

indicates  that  over  90  percent  expect  to  add  new  employees  within  five  yearx  of  these  nearly  half  expea 
10  add  more  than  IS  employees. 

o  Of  the  50O  Cooperative  Research  and  De\-elopment  Agreements  that  the  NfTST  laboratories  have  entered 

into  smce  1988.  40  percent  have  been  with  small  businesses.  In  1994.  850  prrvate  and  public-sector 
testing  and  measurement  laboratories  were  accredited  as  meeting  the  requirements  of  national  and 
international  standards  bodies. 

o  One  small  business  winner  of  the  Baldrige  an'ard  reduced  its  defect  rate  from  30.000  pans  per  million  in 

1989  to  less  than  1 1  pans  per  million  today,  with  profits  on  level  sales  mcreasing  dramatically.  A  second 
small  business  winner  e.\penenced  an  mcrease  from  84  percent  to  95  percent  in  customer  satisfaction  with 
its  product,  decreases  in  defea  and  scrap  rates,  manufacturing  cycle  ume.  and  quality  costs. 

°  NTIA  has  helped  small  businesses  by  identifying  over  235  MHz  of  government-used  radio  frequency 

spectnim  that  can  be  turned  over  to  the  pri^'ate  sector  for  commeraal  use.  The  following  industries  have 
benefited:  Low  earth  orbiting  satellites  (LEO's);  the  automated  meter  reading  industr>'.  the  automobile 
locator  industry  and.  thene.xt  generation  of  toll  tag-reading  systems  for  automobiles. 

ECONOMIC  DEVELOPMENT:  Supporting  Economic  Renewal  Across  the  Nation 

Priorities 

o  Providing  fiinding  to  local  economic  de\'elopment  institutions  that  pro^'ide  planning,  technical  assistance 

and  finanang  senices  in  distressed  areas.  Pro\iding  ftinds  for  consinicuon.  rehabilitation,  system 
installation  and  other  infrasuucture  de\'elopment  acti\ities  to  sumulate  Job  creation  in  distressed  areas. 

3  Commerce  bureaus  responsible  for  these  efforts  include  the  Economic  De%elopment  Administration  and 

the  Minoniy  Business  De\'elopment  Agency. 


Minonn-  Business  Development  Aeencv:  Coordinates  federal  efforts  to  develop  and  strengthen  neiv  and 
e.xisung  nunonty  businesses.  To  leverage  federal  resources.  MBDA  implemented  a  number  of  major 
prr\-ate  seaor  initiatrves  in  capital  and  other  financial  resource  markets,  particularly  with  Amwest  Surety 
Company.  Bank  of  America  Community  Development  Bank.  Nauons  Bank  and  Continental  Bank.  To 
increase  minority  business  panicipation  in  e.xporting.  MBDA  implemented  a  senes  of  Joint  public  seaor 
initiatives  with  the  International  Trade  Administration,  the  National  Telecommunications  and 
Information  Administration.  Fannie  Mae  and  the  United  States  Travel  and  Tourism  Administration, 
funding  tmofOtf  mde  tnissions  and  public/pm-ate  sector  imtiauves  in  growth  areas  of  our  economy.  To 
invoh-e  luu||OMiiuiitJiis.  private  sector  organizauons  and  community  action  groups  in  local  minority 
econonuc  <k«eiopiiient  projects.  MBDA  established  nine  Minonty-  Business  Opportunity  Comminees 
(MBOCs).  Please  caU  (202)  482-SI96  for  more  infonnation  about  MBDA. 

Economic  Development  Administration:  Has  built  a  network  of  local  development  institutions,  including 
University  Centers,  that  provide  planning,  community  development  and  small  business  financing  at  the 
local  lex-el.  Clients  served  range  from  commmuties  impaaed  by  military  base  closures  to  communities 
affeaed  by  natuial  disasters.  The  Office  of  Economic  Conversion  Information  provides  easily  accessible, 
cost  free  informauon  on  technical  and  financial  adjustment  assistance,  federal,  state  and  local  government 
contacts,  econonuc  and  defense  data,  adjustment  programs  and  technology  de\'elopment  and  applicauons. 
Please  call  (202)  482-51 12  for  more  informauon  about  EDA. 
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o  National  TelecoiiiinmucatioiB  and  Information  Administration:  The  Minority  Telecomiminicatioas 

Developmea  Program  within  NTIA  develops  programs  and  policies  designed  to  increase  minority 
ownership  of  telecommunications  businesses.  This  office  also  tracks  trends  in  the  minoriiy  ownership  of 
broadcasting  firms  and  administers  the  ComTtain  prograiiL  ComTrain  is  a  management  training 
program  targeted  at  new  mmoncy  owners  of  commercial  broadcast  stations.  For  more  information  about 
these  programs  please  call  (202)  482- 1551. 

Small  Business  Success  Stories 

°  In  Los  Angeles.  MBDA's  Minority  Business  Opponunities  Commissioa  (LA-MBOC)  reports  $1.1  billion 

in  minority  business  enterprise  contract  and  procurement  awards,  resulting  in  21,000  jobs  in  the  greater 
Los  Angeles  area. 

°  MBDA's  Minneapolis  Minority  Business  Development  Center  was  instnunental  in  establishing  a  SS.3 

million  loan  program  to  improve  capital  access  to  minority  businesses.  The  MBDC  operator,  organized  a 
consortium  of  the  region's  six  largest  banks,  the  State  of  Minnesota  and  a  private  foundation  to  capitalize 
this  fund.  It  is  expected  that  over  the  next  three  years.  50  loans  will  be  made  with  these  fiinds. 

V  °  In  Sl  Louis,  which  was  among  the  first  communities  to  be  impacted  by  defense  cutbacks.  EDA  worked 

uith  local  governments  to  support  business  needs,  including  manufacturing  extensiort  expon  assistance  . 
and  business  financing  '«"«"~^   Additional  funding  was  provided  to  suppon  a  revolving  loan  fund  ' 
which  has  made  loans  totaling  ST70.000  to  defense-injured  businesses  and  leveraged  an  additional-S  1 .2 
million  in  private  investmem.  and  created  nearly  200  new  job*. 

o  In  Bufialo  and  Erie  Cotmcy.  New  Yoric  which  have  suffered  significant  economic  deterioration.  EDA 

supported  a  revolving  loan  fiind  which  targets  sian-ups  aiMl  minority  and  women-owned  businesses.  0\er 
S42  million  in  direct  loans  have  been  made  including  over  200  loans  to  182  companies,  creating  more 
than  4.700  jobs  in  the  two  communities. 

ECONOMIC  INFORMATION:  Prodding  InformatioD  and  Analysis  for  Better  Decisions 


Analyze  population  and  economic  acti\'ity  depicting  the  operations  of  the  U.S.  economy  and  its  subsectors 
to  charaaerlze  the  size  and  location  of  the  American  population  and  to  identiiS-  U.S.  business  trends. 
Perform  analyses  to  benchmark  tiw  competitive  position  of  key  industry  seaors  against  foreign 
competitors.    Conduct  special  analyses  of  key  forces  at  work  in  the  economy  and  the  opponunities  they 
create  for  enhancing  economic  opportumty. 

Commeros  bureaus  responsible  for  these  efforts  include  the:  Economic  and  Statistics  AdministratioiL 
Intemationai  Trade  Adminisuatioii.  Bureau  of  Expon  AdministratioiL  and  Technology  Administration. 


STAT-USA:  is  kicated  in  the  Economics  and  Statistic;  Administration  and  provides  business,  economic, 
and  trade  information  to  small  businesses  and  the  public  via  electronic  access.  The  National  Economic. 
SociaL  and  Environmental  (NESE)  CD-ROM.  the  STAT-USA/Intemet  node,  and  STAT-USA/Fax  s\stem 
provide  small  businesses  access  to  currem  business  and  trade  information.  Please  call  (202)482-1986  for 
more  information  about  STAT-USA. 

The  Economic  Bulletin  Board  (EBB)  managed  by  STAT-USA.  supplies  economic  press  releases  and  daily 
trade  opponunities  to  thousands  of  small  business  subscribers.  Trade  leads  from  EBB  produce  millions  of 
dollars  of  foreign  contracts  for  U.S.  small  businesses  every  year. 
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0  The  National  Tnde  Data  Bank  (NTDB)  also  managed  by  STAT-US  A.  gives  thousands  of  small 

businesses  acir^i  to  international  market  information  and  trade  contacts  that  previously  only  large 
cotnpanies  could  afford.  For  small  businesses  without  CD-ROM  capability,  the  NTDB  is  a%'ailable  free  at 
over  1,000  libraries 

o  FedWorld:  Commerce  has  revolutionized  public  access  to.  valuable  government,  scienufic.  technical  and 

related  business  informanon  through  FedWorld.  an  innovative  on-line  information  network.  By  providing 
immediate  electronic  access  to  informauon  like  SBA's  reports,  environmental  and  health  statisucs,  U.S. 
government  patent  data,  current  Federal  Job  announcements  and  even  IRS  ia.x  forms.  FedWorld  helps 
America's  managers  and  entrepreneurs  nm  their  businesses  more  effectively  and  efficiently     Please  call 
(703)  487-4608  for  more  information  about  FedWorld. 

°  Bureau  of  the  Census:  The  Census  bureau  provides  a  fiill  line  of  information  products  and  services. 

Information  prtxlucts  of  particular  interest  to  small  businesses  include:  small  area  statistics  from  the  1990 
Decennial  and  1992  Economic  Censuses:  economic  census  enterpnse  statisucs:  and  annual  County 
Business  Patterns.  For  more  information  about  Census  products  and  services  please  call  (301)  437-2816. 

Small  Business  Success  Stories 

o  The  President  of  a  small  firm  specializing  in  e.xports  of  recvxled  en%-ironmental  products  stales  "  The 

Economic  Bulletin  Board  has  become  one  of  the  best  sources  of  sales  leads  and  e.vpon  informauon  for  our 
compam-.  One  contraa  that  wzs  the  direa  result  of  a  lead  from  the  EBB  will  generate  up  to  S3.00O.00O  of 
business  for  my  compan>'.* 

°  The  Executive  Vice  President  of  a  small  trading  company  focusing  on  Latin  America  and  Eastern  Europe 

siate$  The  Economic  Bulletin  Board  enables  a  small  company  to  compete;  it  levels  the  playing  field.  For 
the  lead  that  materializes  into  business,  the  time  spent  scanning  the  leads  and  sending  fa.\es  is  well  uxinh 
it  It  is  nice  to  know  that  our  govemraeni  makes  this  service  available  to  the  'little  guy".' 

SUSTAINABLE  DEVELOPMENT:  Economic  Groi«tb  and  Environmental  Stewardship 


Improve  ennronmental  monitoring,  prediaion  and  assessment.  Rebuild,  enhance  and  maintain  the 
producuvit>-  of  manne  fisheries.  Develop,  promote  the  use  of  and  e.\-pand  e.xports  of  U  S.  produced 
environmental  technologies.  Integrate  economic  and  environmental  data  to  de\'elop  national  income  and 
product  accounts  that  consider  the  value  of  natural  and  enMronmenial  resources. 

Commerce  bureaus  responsible  for  these  efforts  include  the:  National  Oceanic  and  Atmospheric 
Administration.  Intemauonal  Trade  Administration,  and  the  Economic  and  Statistics  Administration. 


The  National  Oceanic  and  Atmospheric  Administration's  (NOAA)  National  Manne  Fisheries  Service 
(NMFS)  assists  small  businesses  through  se\'eral  programs  including  Fishing  Family  Assistance  Centers, 
which  provide  information  on  Federal  programs  to  assist  fishermeiL  and.  through  the  support  of  ventures 
in  coastal  fishing  communities,  to  diversiiS'  local  economies  while  promoung  a  healthy  fishing  industry. 

NOAA's  National  Weather  service  makes  a  critical  conuibution  to  small  business  by  providing  accurate 
forecasts  to  improve  management  of  the  Nation's  water  supplies  and  reduce  the  tieaxy  economic  losses 
from  severe  storms.  For  e.xample.  NOAA's  warmngs  to  farmers  months  in  ad\'ance  of  likely  El  Nino 
effects  saves  millions  of  dollan  each  year  b>'  tailonng  planting  plans  to  anticipated  climate  conditions. 
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o  NOAA's  Labomofies  serve  as  an  tissmtial  resource  Tor  scientific  inSbmatioa  and  technology 

developnienL  For  example,  one  NOAA  laboratory  (worlcing  in  conjtinction  with  NIST)  is  leading  the 
search  for  a  solution  to  the  problem  of  ozone  depletion  by  identifying  non-depleting  chemicals  used  as 
coolants  for  air  oonditionefs  and  other  refngerani  and  propeilani  systems.  This  research  will  allow  the 
chemicai  indusny  to  avoid  unnecessaiy  expenditures  and  has  significant  poteiuiai  for  small  business. 

o  Please  call  (202)  482-6090  for  more  information  about  NOAA  programs. 

Small  Business  Success  Stories 

o  NOAA  funding  has  helped  New  England  fishermen  establish  an  aquaculture  coopeiative  that  cultivates 

nori  seaweed  as  a  cash  crop,  resulting  in  S30  million  in  annual  exports. 

°  Responding  to  the  economic  dislocation  within  New  England  fishing  communities,  NOAA  has  worked 

with  communities  in  the  region  to  develop  an  expon  market  for  Hagfish.  In  six  months,  exports  to  Korea 
exceeded  SI  million:  the  market  is  expected  to  double  in  die  near  firtore.  Although  this  market  will 
never  be  huge,  it  has  allowed  sotne  fishermen  to  remain  in  business. 

°  In  Maine,  NMFS  supported  a  projea  to  develop  a  new  fishery  for  snow  ciabs  as  well  as  a  project  to 

determine  if  valuable  food  products  can  be  obtained  from  lobster  bodies  after  pnxessing. 

0  In  Massachusetts,  NMFS  suppmed  aquaculture  initiatives  as  well  as  a  projea  to  develop  new 

technologies  for  increasing  the  amoura  of  roe  in  sea  urchin,  which  will  increase  income  to  fishermen. 

o  NOAA  weather  research  and  monitofing  has  resulted  in  improvements  that  enhance  the  accuracy  of 

huuicane  track  models.  These  nHxIels  have  reduced  the  size  of  the  warning  area,  resulting  in  a  SI  million 
cost  avoidance  per  mik  of  coasUine  that  is  not  evacuated. 

°  By  using  selective  breeding  techniques  de\-eloped  in  conjunction  with  NOAA,  private  aquaculturalists 

have  enhanced  the  developmental  rates  of  coho  salmoa  This  new  breed  of  coho  now  supports  a  iS 
million  domestic  industry  that  exports  to  Japan.  Chile,  and  Europe. 
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Statement  of 

August  Schumacher,  Jr.,  Administrator 

Foreign  Agricultural  Service 

U.S.  Dq>artment  of  Agriculture 

Before  the  House  Subcommittee  on 

Procurement,  Exports  and  Business  Opportunities 

of  the  House  Small  Business  Committee 

June  23,  1995 


Members  of  the  Subcommittee,  I  appreciate  the  opportunity  to  meet  with  you  to  discuss  the 
work  and  programs  of  USDA's  Foreign  Agricultural  Service  (FAS). 

FAS  Background 

The  responsibility  to  represent  the  interests  of  U.S.  agriculture  ova-seas  is  the  core  of  the 
FAS  mission.  FAS  maintains  75  offices  overseas  to  fight  unfair  trade  practices,  improve  market 
access  for  U.S.  agricultural  exports,  carry  out  market  development  activities,  and  provide  market 
intelligence  and  analysis  132  countries. 

FAS  collects,  analyzes,  and  disseminates  information  to  exporters,  U.S.  fanners  and 
ranchers,  government  policy  makers,  and  others  about  world  agricultural  supply  and  demand,  trade 
trends,  and  emerging  market  opportunities.  This  reporting  and  analysis  system  helps  USDA  make 
sound  policy  and  program  decisions  and  keeps  the  U.S.  agricultural  sector  posted  on  global  supply, 
demand,  and  product  movement. 

FAS  Programs 

We  work  to  build  and  maintain  the  competitiveness  of  U.S.  agriculture  through  programs 
such  as  export  credit  guarantees  and  we  work  to  counter  the  subsidy  practices  of  our  competiton 
through  programs  such  as  the  Export  Enhancement  Program  (EEP),  the  Dairy  Export  Incentive 
Program  (DEIP),  and  the  Sunflowerseed  Oil  Assistance  Program  (SOAP)  and  Cottonseed  Oil 
Assistance  Program  (COAP).  We  also  work  to  support  the  continued  development  of  scientific  and 
technical  expertise  through  exchange  programs,  and  we  operate  market  development  programs  that 
focus  on  market  access  issues,  marketing  research,  product  demonstrations,  technical  assistance,  and 
buyer  education  activities. 

Export  Credit  Guarantee  Programs 

The  Commodity  Credit  Corporation  (CCC)  export  credit  guarantee  programs  help  assure  the 
availability  of  credit  to  finance  commercial  U.S.  agricultural  exports.  These  programs  operate 
within  a  relatively  narrow  range  of  credit  risk.   The  purpose  is  to  underwrite  export  credit  that 
would  not  otherwise  be  extended  by  the  commercial  sector,  and  yet  avoid  assuming  so  much  risk 
that  reasonable  expectation  of  rqjayment  is  compromised.  These  programs  are  fully  commercial  in 
that  private  financial  institutions  extend  financing  at  interest  rates  at  prevailing  market  levels. 
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The  Export  Credit  Guarantee  Program  (GSM- 102)  guarantees  rq>ayment  of  short-term 
financing  (6  months  to  3  years)  extended  for  purchases  of  U.S.  farm  products  in  eligible  countries. 
The  Intermediate  Export  Credit  Guarantee  Program  (GSM-103)  guarantees  rq>ayment  of 
intermediate-term  financing  (3  to  7  years)  for  purchases  of  U.S.  farm  products  in  eligible  countries. 
Under  both  GSM-102  and  GSM-103,  CCC  guarantees  payment  to  U.S.  exporters  and  their  financial 
institutions  if  the  foreign  banks  £ul  to  pay.  The  guarantees  encourage  lenders  to  extend  credit  that 
is  used  by  overseas  customers  to  pay  U.S.  exporters. 

In  fiscal  year  1994,  sales  n^istrations  totaled  nearly  $3, 1  billion  for  37  countries  under 
GSM-102  and  $140  million  for  five  countries  under  GSM-103.  Together  these  two  programs  have 
facilitated  the  export  of  billions  of  dollars  of  U.S.  agricultural  products  since  the  guarantee  programs 
were  first  implemented  in  the  early  1980s. 

As  with  all  our  export  assistance  tools,  we  try  to  use  these  programs  to  help  exporters  take 
advantage  of  emerging  markets  and  trends.   In  the  past  few  years,  we  have  increased  programming 
for  countries'  private  sectors,  as  contrasted  with  programs  for  state  trading  organizations. 

For  example,  in  fiscal  1994,  Egypt's  private  sector  GSM-102  program  expanded  coverage 
from  wheat,  flour,  and  com  to  include  dairy  products,  frozen  beef,  and  protein  meals.   Other  efforts 
in  fiscal  year  1994  included  more  than  $1.3  billion  in  export  sales  of  U.S.  agricultural  commodities 
to  Mexico  that  were  generated  undef  the  GSM-102  program.   Also  in  1994,  USDA  tar;geted  13 
countries  in  Latin  Amoican  and  the  Caribbean  —  up  from  9  the  previous  year.   Sales  registrations 
in  this  region  totaled  $1.54  billion. 

Export  Enhancement  Programs 

Just  as  we  target  promising  transitional  markets  for  export  growth,  so  do  our  competitors. 
The  EEP  helps  the  United  States  counter  this  subsidized  competition  in  targeted  markets  — 
particularly  competition  from  the  European  Union  (EU). 

The  EEP  has  in  many  cases  increased,  or  prevented  further  declines  in,  U.S.  exports; 
challenged  unfair  trade  practices  by  others;  and  pressured  our  trading  partners  to  engage  in  serious 
negotiations  on  bilatraal  and  multilata^  agricultural  trade  issues. 

The  Depaitmeat  also  administers  several  other  programs  to  facilitate  export  sales  of  specific 
agricultural  commodities.  These  include  the  DEIP,  which  facilitates  export  sales  of  dairy  products, 
and  the  SOAP  and  the  COAP,  which  have  been  used  to  facilitate  export  sales  of  these  vegetable 
oils. 

Under  the  Uruguay  Round  Agreement,  the  United  States  committed  to  reduce  agricultural 
export  subsidies  over  a  6-year  peiiod.   Reductions  in  the  quantities  of  products  exported  with  the 
assistance  of  our  subsidy  programs  will  be  carried  out  on  a  July-June  basis,  beginning  in  July  1995, 
while  the  reductions  in  expenditures  wiU  be  carried  out  on  an  October-September  basis,  beginning  in 
October  1995.   As  a  result,  the  fiscal  year  1996  program  levels  for  the  EEP,  DEIP,  SOAP,  and 
COAP  reflect  the  first  phase  of  these  reductions. 
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International  Cooperation 

In  the  area  of  international  cooperation,  we  provide  high  quality  training  for  senior  and  mid- 
level  staff  from  a  wide  variety  of  agricultural  and  food-related  industries  from  middle-income  and 
developing  countries.  Through  this  prognun,  we  strengthen  and  enhance  trade  linkages  between 
those  countries  and  agricultural  interests  in  the  United  States. 

We  also  coordinate  scientific  and  technical  exchanges  with  many  countries,  particularly 
China,  the  former  Soviet  Union,  East  European  countries,  Ireland,  Venezuela,  and  Mexico.   This 
activity  supports  research  on  food,  agriculture,  and  forestry. 

FAS  also  conducts  agribusiness  promotion  activities.  Last  year,  an  agribusiness  opportunity 
mission  to  Hungary  drew  very  favorable  reviews  from  the  U.S.  firms  that  participated.  Nine  of  the 
13  U.S.  firms  made  immediate  sales,  signed  letters  of  intent,  or  identified  potential  purchasers  and 
trade  contacts.  The  mission  generated  $4  to  $5  million  in  trade  and  potentially  up  to  $50  million  in 
investment  activities  over  the  next  few  years.  Agribusinesses  from  Michigan,  Wisconsin,  Virginia, 
New  York,  New  Hampshire,  Maryland,  and  Kentucky  participated  in  this  mission. 

Market  Development  Programs 

Our  trade  policy  efforts  focus  on  achieving  and  maintaining  market  access  for  our  products. 
Our  export  assistance  activities,  the  Market  Promotion  Program  (MPP)  and  the  Foreign  Market 
Development  Cooperator  Program,  FAS  trade  shows,  and  product  promotion  activities,  are  designed 
to  maintain  and  increase  sales  and  to  introduce  new  U.S.  product  lines  into  developed  markets  and 
solidify  the  demand  for  U.S.  products. 

The  MPP  has  been  useful  in  helping  boost  sales  of  high-value  food  products.   It  is  being 
used  in  all  types  of  markets  to  help  U.S.  exporters  take  advantage  of  the  world's  seemingly 
insatiable  appetite  for  high-value  food  products. 

A  recent  analysis  by  the  Foreign  Agricultural  Service  shows  that  market  promotion  activity 
strongly  contributed  to  the  tripling  in  value  of  U.S.  consumer  food  exports  between  1986  and  1992. 
The  program  has  improved  U.S.  competitiveness  in  global  trade,  increased  exports,  created  new 
jobs,  and  returned  enough  taxes  to  more  than  pay  for  spending  on  market  promotion.  We  are 
continuing  to  look  at  reforms  to  make  the  program  even  more  efficient. 

The  Market  Development  Cooperator  Program  and  MPP  allow  us  to  combine  forces  with 
U.S.  producer  organizations  and  pool  our  technical  and  financial  resources  to  initiate  and  carry  out  a 
variety  of  foreign  market  development  projects.  Federal  support  focuses  on  participant  expansion 
into  areas  of  the  world  where  the  greatest  market  development  potential  exists.   Both  the  MPP  and 
the  Cooperator  program  are  operated  on  a  cost-share  basis  with  the  U.S.  export  community. 
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Challenges  and  Barriers  to  Success 

We  are  now  competing  in  the  most  open  trading  environment  in  history,  one  that  presents 
immense  opportunities  for  U.S.  agriculture.   In  this  new  era,  national  strength  will  depend 
increasingly  on  a  strong,  dynamic,  globally  oriented  economy.  The  future  prosperity  of  our  nation 
will  dq}end  on  our  ability  to  expand  trade  and  compete  successfully  in  world  markets. 

A  new  set  of  challenges  will  accompany  greater  trade  opportunities.  With  better  trade  access 
and  fewo'  restrictions,  the  competition  will  inevitably  intensify.  Already,  in  terms  of  market 
development  funding,  1 1  of  our  major  agricultural  trade  competitors  are  spending  a  combined  total 
of  approximately  $500  million  annuaUy  to  cany  out  a  wide  variety  of  programs  —  almost  four  times 
the  amount  that  USDA  will  spend  on  market  development  programs  this  fiscal  year. 

Our  export  credit  guarantee  programs  also  face  competition  from  such  organizations  as 
France's  COFACE  export  credit  agency,  and  our  competitors  have  trade  offices  in  key  markets 
throughout  the  world  and  are  opening  more.  We  must  re-examine  and  refocus  our  export  programs 
to  maJce  sure  that  U.S.  agriculture  will  benefit  from  emerging  market  opportunities. 

We  will  need  to  focus  our  trade  policy  efforts  on  several  key  issues  in  the  coming  year. 
These  include: 

■  Implementing  U.S.  commitments  under  the  GATT  Uruguay  Round  Agreement  concluded 
under  the  auspices  of  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  and  working  to 
ensure  that  our  trading  partners  are  also  living  up  to  their  commitments  under  the  agreement; 

■  Taking  steps  towards  expanding  the  North  American  Free  Trade  Agreement  (NAFTA)  to 
include  Chile  as  the  first  stq)  toward  a  Free  Trade  Area  for  the  Americas; 

■  Preparing  for  the  possible  accession  of  China  to  the  World  Trade  Organization; 

■  Convincing  the  EU  to  eliminate  its  hormone  ban; 

■  Resolving  serious  issues  with  Canada  in  the  areas  of  grains,  poultry,  and  daiiy  products; 
and, 

■  Negotiating  solutions  to  a  variety  of  bilateral  concerns  that  hamper  our  agricultural  trade. 

In  addition,  other  countries  are  increasingly  using  a  host  of  sanitary  and  phytosanitary 
measures  to  restrict  market  access,  costing  U.S.  agriculture  export  opportunities.   Estimates  of  trade 
lost  tiirough  such  restrictions  nm  as  high  as  $700  million  per  year.   Secretary  Glickman  recently 
formed  an  interagency  team  to  enhance  USDA's  ability  to  deal  with  these  issues  effectively  and 
efficiently.  In  addition,  we  must  continue  our  close  monitoring  of  the  trade  activities  and 
expenditures  of  other  countries  in  order  to  ensure  that  everyone  is  playing  by  the  same  rules. 

We  need  to  create  opportunities  for  broad-based,  sustainable  export  growth  so  that  we  are  not 
overly  dependent  on  a  handful  of  markets  or  commodities.  We  also  must  expand  our  outreach 
efforts.   If  we  are  serious  about  the  role  that  exports  must  play  in  the  health  of  the  U.S. 
agricultural,  fish,  and  forest  products  industries,  we  must  work  harder  to  assist  current  and  potential 
exporters. 
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Export  Successes 

Last  year.  Under  Secretary  of  Agriculture  Eugene  Moos  set  a  goal  of  helping  the  private 
sector  to  increase  the  value  of  U.S.  agricultural  exports  by  SO  percent,  to  $65  billion,  by  the  year 
2000.  That's  an  ambitious  goal,  but  also  a  realistic  one.   We  need  to  set  our  course  for  expanded 
exports,  but  we  need  to  be  careful  to  strive  for  sustainable  trade  growth.   We  don't  want  to  repeat 
what  we  saw  in  the  1970's  with  its  tremendous  export  boom  -  only  to  be  followed  by  shrinking 
U.S.  export  sales  and  market  share  by  the  mid-1980's. 

In  that  regard  we  are  encouraged  by  the  fact  that  our  current  export  success  is  much  broader- 
based  than  it  was  in  the  past   All  product  categories  are  recording  large  gains  —  bulk, 
semi-processed,  and  high-value.  Exports  to  new  and  mature  markets  are  surging. 

According  to  the  most  recent  figures,  U.S.  agricultural  exports  are  now  forecast  to  reach  an 
all-time  high  of  $51.5  billion  in  fiscal  1995.  If  realized,  this  new  record  would  far  surpass  the 
previous  record  of  $43.8  billion  set  in  fiscal  1981.  It  would  also  put  the  United  States  way  ahead  of 
schedule  in  achieving  $65  billion  worth  of  annual  agricultural  exports  by  the  year  2000. 

The  growth  in  U.S.  agricultural  exports  has  real  meaning  for  U.S.  producers  in  North 
Carolina  and  elsewhere  in  the  Southeast.   For  example,  U.S.  exports  of  hardwood  lumber  in  1994 
reached  a  record  $1.1  billion,  led  by  increases  to  Italy,  South  Korea,  Canada,  and  Hong  Kong; 
hardwood  lumber  exports  are  expected  to  set  another  record  this  year,  with  first  quarter  1995 
exports  up  13  percent  in  value  over  the  same  period  last  year. 

In  1994,  U.S.  exports  of  southern  yellow  pine  lumber  rebounded  14  percent  to  $238  million, 
just  below  1992's  record  $245  million;  good  export  prospects  exist  in  the  EU  and  the  Caribbean. 
Although  Japan's  pine  purchases  are  small,  it  is  seen  as  a  promising  market  for  this  product.  In 
addition,  Japanese  imports  of  glue-laminated  timber  have  doubled  each  year  in  recent  years. 

In  1994,  U.S.  exports  of  panel  products  climbed  to  a  record  $944  million,  with  strong  gains 
in  hardwood  veneer  and  hardboard;  in  the  first  quarter  of  1995,  export  value  surged  17  percent  from 
a  year  earlier. 

FAS'  activities  will  allow  us  to  help  the  private  sector  maintain  the  steady  growth  in  exports 
of  agricultural  products  we've  seen  over  the  past  few  years.  The  recent  GATT  and  NAFTA  accords 
provide  a  foundation  for  continued  trade  liberalization,  the  broadening  of  fair  trade  rules,  and  the 
expansion  of  global  markets.  The  successful  negotiation  and  implementation  of  these  agreements 
was  imperative,  because  U.S.  farm  and  food  production  already  far  exceeds  the  needs  of  our  own 
market  and  domestic  demand  growth  is  expected  to  be  modest  for  the  next  decade.   The  growth 
markets  of  the  future  are  outside  our  borders,  where  more  than  95  percent  of  the  world's  5.7  billion 
consumers  live. 
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But  if  we  are  to  achieve  our  goal  of  a  50-percent  increase  in  exports  by  the  year  2000,  so 
that  exports  will  support  over  1  million  jobs,  exporters  will  need  to  es^lish  an  aggressive  presence 
in  foreign  markets  where  the  competition  is  alr^y  busy  at  work.   To  do  this,  we  will  need  to: 

—  ensure  compliance  with  the  GATT  and  NAFTA  agreements; 

—  expand  our  overseas  marketing  and  information  base; 

—  improve  export  promotion  and  trade  services;  and 

—  improve  our  commercial  credit  tools  and  other  export  assistance  programs. 

It  is  only  through  these  measures  that  we  can  help  exporters  of  U.S.  agricultural  products 
succeed  in  meeting  the  competitive  challenges  facing  us  now  and  in  the  future.   Of  course,  the 
changing  world  trading  environment  brought  about  by  the  NAFTA  and  Uruguay  Round  Agreement 
will  influence  the  course  of  the  1995  Farm  Bill  debate.   Also,  USDA  will  continue  to  review  its 
export  promotion  and  market  development  programs  to  ensure  they  remain  effective  means  of 
helping  us  to  meeting  our  export  expansion  goals  in  a  more  liberalized  trading  environment 

FAS  Improvements 

The  challenges  that  I  have  described  illustrate  why  I  believe  FAS  must  play  a  prominent  role 
in  export  expansion  in  the  years  ahead.   Whether  it's  working  to  resolve  trade  diq>utes,  supporting 
the  American  private  sector  as  it  battles  in  export  markets  against  foreign  competitors,  or  educating 
potential  exporters,  FAS  has  a  vital  role  to  play.  Over  the  40-year  history  of  FAS,  the  agency,  in 
conjunction  with  Congress,  has  developed  the  tools  to  help  the  U.S.  private  sector  expand  exports  of 
American  agricultural  products.   These  programs  touch  virtually  every  comer  of  the  globe  to  serve 
both  the  immediate  and  longer  term  interests  of  U.S.  agriculture. 

We  are  continuing  our  efforts  to  reshape  FAS  programs  into  ever-more  effective  export 
tools.   In  the  GSM-102  program,  we  are  proposing  a  new  activity  that  will  provide  short-term 
credits  to  foreign  buyers  emphasizing  high-value  products,  and  we  expect  participation  by  a  wide 
range  of  companies.   We  also  plan  to  offer  financing  guarantees  for  facilities,  such  as  storage  and 
distribution  facilities  for  our  products  abroad,  that  will  help  eliminate  infrastructure  problems  that 
hamper  U.S.  sales  in  emerging  markets. 

The  EEP  will  remain  an  important  part  of  our  trade  policy  arsenal,  and  we  will  continue  to 
use  it  and  other  export  programs  —  as  the  Administration  has  plolged  —  to  the  maximum  extent 
permitted  under  the  GATT  Uruguay  Round  Agreement  The  Uruguay  Round  implementing 
legislation  broadened  the  scope  of  the  EEP  program  so  that  we  no  longer  have  to  use  it  simply  to 
combat  unfair  trade  practices;  we  can  now  use  the  EEP  for  general  market  expansion  activities,  even 
as  program  funding  gradually  declines  as  required  by  the  Agreement 

The  MPP  has  been  revamped  this  year  to  give  priority  assistance  to  small  businesses.   New 
regulations  have  been  implemented  to  make  it  easier  for  participants  to  use  and  understand.  The 
new  changes  are  an  example  of  this  Administration's  commitment  to  streamlining  government 
programs  and  to  helping  U.S.  exporters  break  into,  and  hold  onto,  export  markets.   Our  efforts  to 
improve  the  program  will  continue. 
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With  worldwide  competition  heating  up,  we  need  creative,  innovative  export  market 
development  programs  —  programs  designed  to  help  keep  American  agricultural,  seafood,  and  wood 
products  competitive  in  world  markets. 

That  is  why  FAS  will  continue  to: 

o         identiiy  constraints  on  U.S.  exports  and  implement  strategies  to  help  exporters 

overcome  these  constraints; 
o         aggressively  pursue  reductions  of  trade  barriers  and  trade-distorting  practices  on  the 

part  of  key  trading  partners; 
o         ensure  that  U.S.  farmers  and  our  research  community  have  information  about  areas  of 

emerging  foreign  demand; 
o         defend  U.S.  agricultural  interests  by  keeping  U.S.  policy  views  before  the 

international  community; 
o         strengthen  the  export  loiowledge  and  skills  of  producers,  processors,  and  exporters  so 

they  can  compete  more  effectively  in  the  international  marketplace; 
o         educate  foreign  buyers  on  the  merits  of  U.S.  products  and  how  they  can  be 

purchased;  and 
o         support  economic  development  efforts,  especially  in  emerging  markets  and  developing 

countries. 

This  concludes  my  statement.   I  will  be  happy  to  answer  any  questions  from  the 
Subcommittee. 
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"^raS  REV  SOOTH  AFRICA" 


WBAMKLIM   A  SOMH 
SOUSB  AVIUCAB  AMBAflfiADOR  TO  THB  QBITBD  STASH0 


JUKI  21,  1995 

ORERODOCTORT  BBMABKSt 

With  desiocrBtlc  oleetioni  on  27  April  1994,  and  thd  Inauguration 
of  Pr««idant  Xandala,  South  Africa  has  madA  a  oonmltneat  to 
entering  a  new  era  in  world  history.  A  history  whose  path  1b  paved 
with  challenges,  yet  whose  visiotn  is  based  on  principals  of  the 
reapect  for  human  rights  for  peace,  economic  prosperity,  non- 
•exiam,  non-racialist,  constitutional  governance  and  democracy.  ^ 

Ad  a  nation  we  now  proudly  lay  claim  to  this  common  destiny  and  it 
la  truly  an  honour  for  me  to  be  a  representative  of  the  first 
democratic  South  African  Government  of  Rational  Unity  in  the  United 
States. 

The  democratic  transfematlon  in  South  Africa  is  a  monument  which 
ia  now  recognised  by  the  nations  of  the  world  as  a  miracle. 
However,  now,  more  than  ever  before,  we  need  the  benefit!  of 
transformation  to  reach  those  very  South  Africans  who  brought  this 
about. 

Our  greateit  eitallenge  new  ia  to  rebuild  our  country.  The  new 
South  Afriti|iiM>t^venaMnt  of  xatlonal  Uotey.  has:  alreedy  embarked  on 
the  immense  task  of  ending  racial  and  gender  imbalances  and  is 
attempting  to.  addreee  the  urgent  needs  of  the  mllliona  that  were 
disadvantaged  by  the^  apartheid  system. 
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IHK  UCOISTKDCTIOB  AVD  DMVKWBMOn  PRCXBUlIO    (RD9)i 

miat  South  Africa  roquir«B  for  coaplata  aconoiiie  r«cov«zy  and 
•uttalnabla  gxovth  la  not  ao^'aiuch  aid  r'  bat  rathAr  devalapmant 
Invaatmanta  and  trade.  To  this  •ad,  m  hav«  already  atartad 
formulating  and  inplemanting  our  own  intaimoi  'Marahall  Plan"  to 
aohlave  this  objectiva.  This  -Marahall  Plan"  la  called  the 
Reeenatructlon  and  Developaent  Prograopie  (HDP) . 


This  Progranne  ie  alaed  at  aeetiag  the  basic  needs  of  poor  people 
first  by  the  reprioritiaation  of  gaveminent  expenditure  ^  and  in 
recognition  of  the  critical  role  of  hoauui  reaoorce  development  in 
austaiaing  garowth  and  productivity  in  the  long  run.  It  also  has 
an  iaifortant  davelopoMmt  componeat* 

Vhla  ie  a  prograaoie  in  irikich  the  private  sector  will  be  ai| 
inportant  player  together  vith  govemaent,  and  ia  vhioh  local 
eoasnunities ,  non^govern— ntal  ogcgaaisatians ,  civil  soeiety^  in 
general  and  ordinary  eitiaeas  vill  be  able  to  play  their  diverse 
parts  in  building  a  vibrant  econdsiy  and  a  just  soaiety. 

naa  oois  warn  hnxck  bkvs  fo  aniR  iQaBQBiGiu.T? 

Although  economists  will  pobllcally  cmly  ej^ress  "cautious 
optimism"  on  the  eoonomy  tominy  the  comer,  the  signs  are  all 
thectt  maaufacturiB^f  retail  and  property  sales  are  up  and  ca« 
aales  ar*  a«  a  record  high.  Groirth  ia  the  final  quarter  of  last 
year,  as  m^imiired  by  the  gross  dcsteetic  prod^j,  ims  up  6,4  perceat 
on  the  Ivt^  ifiCtmrn  snnths  of  1993,  eo^paieed' to' an  tiifsttdl  groirth  of 
2,4  percent  in  1994,  one  percent  in  1993'  and  oentraotion  in 
previous  years.  Xhe  politioal  and  economic  turaarooad  l^n  a  country 
grilled  for  more  than  40  years  by  rigid  apartheid  polieiee  has  seen 
South  Africa  jump  in  xarkiner  international's  anaoAl  Optimism 
gurvey  from  the  world's  14th  teightest  couatry  to  eighth. 
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South  Africa  la  tha  largaat  and  noat  advanoad  aconony  in  Africa. 
lA  regional  eontaztf  invastora  in  South  Africa  will  thareforo  not 
only  hava  aecesa  to  the  40  million  South  Africans,  but  will  ba  abla 
to  opaa  Ita  markets  to  tha  near  100  million  people  in  tha  Southern 
African  region.  Within  tha  eleven  member  Southern  African 
Davelopmant  Connunity  (SADC),  of  which  South  Africa  haa  recently 
bAGoisa  a  full  member,  only  three  (Leaotho,  Swasiland  and  Angola) 
of  the  eleven  members  are  still  working  on  free  and  fair  electiona , 
and  the  proapects  are  good  that  this  will  soon  realise.  This  is 
eapecially  true  in  the  wake  of  the  recent  talks  between  the  leadera 
of  the  Angola  Government  and  the  Unita.  The  rest  are  free  already, 
of  which  Botawana  la  a  good  example,  with  a  growth  rate  of  nearly 
8  percent  per  year.  USAID  has  in  this  regard  claaalfied  Botawana 
as  a  "graduate  country"  and  has  tberefora  terminated  Q8  aasiatance 
to  Botawana.  | 

Initially  based  on  gold  and  diamond  mining,  the  economy  haa 
dlveraifled  vaatly  and  is  now  broadly  baaed.  South  Africa  is  quite 
often  wrongly  deacrlbed  aa  an  emerging  International  market,  when, 
In  fact.  It  has  already  proven  itaelf  aa  an  long-established  market 
economy. 

South  Afrloa'a  financial  Infraatxiueture  ia  very  aophlatlcated  and 
regulated  by  solid  ethical  control.  Our  financial  Infrastructure 
also  Inaludas  a  strong  eo»aere;lal  and  Industrial  sector,  aa 
evidenced  by  tbei  classlf  icatlon  of  the  Johannesburg  Stock  Exchange 
as  the  7th\;jbtrgaiat  ln>  the  world. 

Our  hi9hl|^ '^|^|i^t3>led  profeaslonal  banking  seator  is- regulated  by  an 
independMid  Ceact^al  8tnk,  the  South  African  Reserve  Bank.  The 
South  African  .  Beserve  Bank  la  under  tha  Governorship  of  an 
internationally  renowned  banker,  Dr  Chris  stals,  who  has  since  hia 
appolntnent  received  international  acknowledgement  from  his 
colleagues  within  the  international  banking  world. 
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in  addition,  ir«  hav«  a  strong  And  indap«ndent  judicial  •ystmn, 
which  is  intariMtlonally  recognised  as  proven  by  the  appointment 
of  Juttloe  Richard  Goldatone  aa  a  aefflber  of  an  International 
Tribunal  vhlch  la  currently  examining  war  criatea. 

There  is  a  sound  comnunication  base,  charaeterlaed  by  a  fr««  and 
independent  media. 

The  country  has  vast  natural  resources,  many  untaxed,  where  little 
is  not  found  in  South  Africa.  A  shortcoaing  is  that  too  much  of 
it  is  still  cj^orted  as  raw  materials  -  a  phenoaenon  not  unique  to 
Africa.  More  expoirts  need  value  added  by  labour  in  South  Africa. 

■Oils  supply  of  natural  resources  resulted  in  our  mining  industzu 
being  highly  developed,  using  nodem  technology  and  in  many  aspect t 
ranks  as  leader  in  the  fields  of  mining  technology  and  reaoarch  14 
the  world. 

nei  am  A  middle  ineomo  developing  coontxy,  with  a  GDP  o( 
112  billion  Dollars  (1993),  and  a  population  of  owmr  40  million. 
XAnttfAOturiag  represents  tb«  largeat  seotor  of  thm  aconMiyi 
contributing  26  pareent  of  the  S)P,  followed  by  finance  and 
businaas  sawices  (16  paroant),  commerce  (13  pmreaat),  mining  (11 
percent),  and  agrieultura  (6  percent).  Oroaa  donaatic  fixad 
investment  is  in  a  rising  trend,  as  well  as  iavmatment  in  new 
aaolUAsry  And  technologies. 


The  two  t jKb[>. qurreney  ayatem  (financial  and  ccMsaareial  rand)  haa 
been  t1ii>mwi<1.  nr^'^^^t^y  control  arer  tfmlt^  rtfv'ieir,  ^  sanotions  ore 
something  of  the  past,  ei^orts  are  growing  and  atate  expenditure 
is  under  control. 

Che  government  haa  noreerer  made  ita  intention  to  privatise  state 
and  aemi-atate  owned  induatriea  very  clear,  and  has  also  started 
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to  toale  down  the  protection  o£  local  industries  in  order  to  make 
South  Africa  store  cenpetitive  in  the  world  market. 

The  creation  o£  an  export-driven  economy  is  regarded  as  a  top 
priority. 

The  rapidly  growing  black  middle  class  represents  the  prime  area 
of  growth  in  consumer  spending.  Products  and  services  aimed  at 
this  market  should  find  ready  acceptance  and  good  demand. 

Private  sector  investment r  Including  a  growing  foreign  component, 
is  a  strong  driving  force  behind  our  now  expanding  economy.  Fiscal 
and  monetary  dlBcipllne  is  central  to  our  economic  vision  #  as  is 

a  more  open  trading  environment. 

't 

Already,  we  have  made  progress  in  restricting  goverxunenl; 
consumption  expenditure  and  reducing  the  public  sector  borrowing 
requirement  as  a  percentage  of  gdp.  ve  have  begun  a  prograane  of 
tariff  reductions  in  terms  of  our  commitment  to  the  recent  round 
of  6ATT  negotiations. 

U8/«A  TRAin  BSLAXXOMi 

South  Africa  is  regarded  by  the  US  as  being  amongst  the  top  five 
countries  on  its  list  of  ten  major  wnerging  markets,  us  government 
of  figials. believe  JdMit  of  all  world  trade  growth  in  the  next  two 
decades,  tfljiOBt  three  quarters  is  expected  to  come  from  Lett 
Oevelope^'ltotetrles  (LDC) .  They  also  believe  that  a  small  core  of 
these  LOCvw  cdAaietiJig  of  just  ten  ecbtteadL«eV'iii-X£ia»ly  to  account 
for  more  than  half  of  that  growth.  These  are  the  so-called  Big 
imezging  xarkets  (IBM)  and  Include  countries  su^  ■  aa  China, 
Indonesia,  Xndia,  South  Korea,  icexico,  Argentina,  Brasil,  Poland, 
Turkey  and  South  Africa. 
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Praaldant  Clinton  ttxtcnded  tho  G«nazal  syatMi  of  Fr«£«r«nc«  (CSV) 
program  tO  includo  8Ai  Thlf  allows  for  the  duty  fra«  laqportatlon 
of  approxiaatAly  4300  pxoduct  It^ns  from  SA  to  the  TI8. 

South  Africa'!  peaeefol  transfer  of  power  haa  produced  a  tangible 
surge  in  buaiaeaa  confidence  and  e  sharp  increase  in  business  fron 
the  United  States. 

01  xBYiflrmn  n  soon  hkxc&i 

XI8  coBvanies  vith  estployees  or  investaent  in  SA  have  grown  nearly 
25%  since  Septeadser  1993.  The  OS  dlsinvestaent  trend  ended  in 
1991/  when  the  nusber  of  OS  companies  with  inveeteent  or  employees 
in  SA  bottoned  out  at  104.  By  MoVenber  1994,  173  OS  cos^anies  had 
enployees  or  direct  investaent  in  8A. 

During  the  period  July  1991  to  the  present «  US  coapanies  vith  non- 
equity links  in  SA  juaped  fron  1S4  to  483.  soae  150  of  these  have 
entered  into  Investaent  deals,  which  distinguishes  them  from 
aarketing  or  franohislng  operations. 

US  coapanies  were  aora  affected  than  any  other  foreign  eoapany  by 
sanctions  and  dlsinvestaent  pressures  in  the  1980^8.  However,  since 
SaptMdMT  1993,  157  state  and  local  jurisdictions  have  repealed 
their  sanctions  against  purchasing  froa,  or  investing  in  coapanies 
doing  busiiMSt  in  fi^  leaving  only  a  saaU  group  of  conaunitlas 
vith  aati-fl^i  aaaauras  dtt  thair  books,  mainly  due  to  taehnicalities . 

m  OS  Aft  4.  •obbCi  op,  neaMjuoGtt 

The  us  is  one- of  the  noet  technologically  advanced  nations  in  the 
world  and  could  offer  SA  the  opportunity  to  update  and  expand  soae 
of  its  antiquated  equipaent  and  processes  which  would  increase  our 
productivity,  but  also  increase  the  cos^petitiveness  of  our  export 
products . 
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Th«  UB  Zat6mat:lonAl  Trad*  Administration  (XTA)  promotes  t«ohnelogy 
exports  to  all  markets  of  the  world,  in  Identltying  present  and 
future  markets,  the  ITA  with  Inputs  from  the  private  lector,  la 
developing  a  strategy  to  expand  exports  with  high  Qoncentration* 
of  technologies. 

m  BOOtB  AFRXCA-DI  MUaXKMkL   CCMaiSSICn  (BIIC}t 

Daring  President  Mlson  Mandela's  state  viait  in  1994,  the  creation 
of  the  United  Stetes-South  Africa  Binational  Commission  (BNC)  was 
■nnounced.  The  BMC  constitutes  osie  of  the  most  important  formal 
structures  through  which  the  ROP  will  be  promoted  in  the  US. 

The  bilateral  Agreement  \rblch  formally  constituted  the  SA-U8  BBC. 
was  signed  between  BMC  Co-Chairs  Deputy  President  Thebo  Mbeki  tuJi 
Vloe  President  Al  Gore  in  Washington,  o.c.  oa  1  J^ril  1995. 

The  INC  agreement  contains  a  variety  of  areas  for  closer 
oooperatlon  between  south  Africa  And  the  \Jt,  and  includes  both  the 
(oxauil  and  the  private  sectors. 

UBder  formal  sector  cooperation/  the  following  specific  oc»mitteea, 
oo-«balxed  on  either  side  by  senior  government  members  <  were 
idmatlfiedi 

•  iibnmflanratlJSii'aBd  Bnvlronment 

•  -Mamn  tmaouroe  and  Iducatien 
■MSitgio^  and  Veohnology 


BusiiiMa  Oevelopoeat 

fhe  tecBB  of  refezenee  of  the  BMC,  stipulates  that  each  government 
dspastaeBt  will  also  lateraet  with  thoie  cersosatlo&s  end  BOO* a 
withla  tbelr  aeepectlwe  eeantrlee,    pertaining  te   ita    ^•eilio 
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responsibllitr*  CChA  tIS-SA  Buslnett  Ddvalopoent  Cooncil  (BDC) 
constitutss  the  priiiiary  private  sector  vehicle  of  the  BMC.) 

Once  all  the  itrueturea  of  the  BMC  are  in  place,  it  irauld,  aa 
atated  above ,  eonetitute  one  of  the  Boat  inportant  inatittttionfl  fox 
the  pronto t ion  of  the  RDP  in  the  US. 

The  BMC  haa  been  identified  hy  the  Bmbaaay  as  the  principle  vehicle 
to  promote  the  RDP  in  the  US.  The  BMC  aias  to  est«nd  and 
facilitate  cloaer  ooop«rAtion  between  the  US  and  South  Africa  on 
identified  araaa  of  cooperation,  through  both  the  public  and 
private  sectors. 

Cn  riMT  TUR  AFTER  IBB  KLBCTKMSi  . 

One  year  ia  a  abort  period  in  the  life  of  a  goveranent  on  whosf 
ahottlders  the  taak  has  fallen  to  initiate  and  manage  a  progranne 
of  reconciliation,  reoona traction  and  developn»nt.  On  the  other 
hand  it  ia  also  true  that  the  firat  year  of  such  a  govemneat 
conatitutea  a  deciaive  period  as  for  as  the  eatobliahmen-c  of  policy 
poaitionsr  priorities,  action  plans  and  a  firm  grip  on  the  process 
of  government  are  concerned. 

On  the  first  anniversary  which  coninenorated  our  first  full 
demooratla  eleeti<»ef  iat^mational  and  local  analysts  praised 
President  Mandela  fa«  the  Banner  in  which  he  has  piropagated  and 
practiaed  iBaeoaeilSetien.  cosnnentators  described  President 
Mandelai.  'W4^<»  ia  QTlton,  as  the  syabol  of  liberat^ien.  As  South 
Africa '  e--'gB:  ''''  <  pliKfk  President  he  has  s ii^  beebiiwthe  synbol  of 
reoonoiliatibii  and  atobility.  This  has  contributed  substantially 
to  the  govemaent  '■9  verj^  high  level  of  legitimacy  botb  nationally 
and  globally  -  toy  for  the  hiq^eat  of  any  South  African  govemsient. 


>.-.. 
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During  the  paat  year  ijnportant  bulletin?  blocks  of  South  Africa's 
•merging  donooracy  v«r«  also  put  Into  place.  CommitiMnta  auch  an 

accountability  and  txanaparency 

a  hunon  rights  culture 

iastitutlens  such  as  the  Conetitutional  court 

a  officially  supported  commitment  to  reconstruction  and 

development 

were  all  realised  during  this  first  year  of  achieving  democracy  in 
South  Africa. 

ACHIIVXKRRSi 

This  particular  ooBnitment,  and  the  national  strategic  fraaeworlt 
underpinning  it,  are  two  of  the  most  important  achievements  of  th4 
first  year. 

This  has  made  the  private  sector/  labour,  the  govemnent  and 
countless  non-govemaental  organisations  allies  in  a  coamen  vision. 
South  Africa  has  never  had  such  a  generally  shared  oonaltnent  and 
popularly  supported  viiion.  xqareover,  it  la  a  commitaent  and 
vision  which  finds  its  strength  in  sound  pragmatic  economic 
policies,  fiscal  discipline  and  macro-economic  prinoiplea. 

One  .of  the  ^oat  aurpriaing  features  of  the  first  year  has  been  the 
relative  •*«*  vith  whia;h  the  security  institutions  and  forces  of 
the  old  e«Mtt  have  pledged  their  allegiance. to  the  new  government. 
To  tbi:  9va^gxx»&  6i  mutf  doomsday  i^ophets  Mid-  gempiiewi  the  members 
of  the  azaed  forces  and  the  intelligence  servicea  have  responded 
very  positively  to  the  new  government.  In  the  oaae  of  the  police, 
and  also  due  to  bad  salaries,  imfavourable  working  conditions  and 
lack  of  visionary  leadership  from  the  old  guard,  pcoblesa  atill 
eziat.  These  are  in  the  proeeas  of  being  addressed • 


510 


0«aplte  taiuiieai  on  the  political  front:,  tho  country  Is 
•xp«rl«ncin9  i^*  first  pariod  o£  relative  political  peace,  in  any 
case  in  eoaparlBon  vith  the  pAst.  Raaiam  and  political  vlol«nc« 
have  entered  a  downward  tread. 

W«  are  a  aoclety  and  an  •coaemy  in  transition  and  although  the 
future  loekto  poaitivtt  we  do  have  probleme  of  traaaitioa,  aost  of 
which  are  inherited  rath«r  than  endeaic.  Oar  approach  to  th*ad  are 
constructive  and  non-diaorininatory. 

Aanng  the  nuiwrous  chall«ng«a  and  goals  south  Africa  faces ,  v«  know 
that  th«  achieveaont  of  sustalnabla  eoonoaio  growth  and  tha 
eraation  of  jobs  ara  fuadasantal.  Tharafora,  va  have  takan  a 
thorough  look  at  our  economic  polielas  and  perfoznanea.        ^ 

I 

Our  govaranant  considers  it  a  matter  of  critical  ioportaaoa  tha^ 

ar^rything  should  be  done  to  encourage  a  climata  eoadueiva  to 
sustained  and  high  levals  of  aeoaomic  growth. 

In  splta  of  tha  misalloeatioa  of  resources  as  a  result  of  the 
aparthaid  polloiaaf  tha  South  African  ecoaony  has  ahewa  a 
raaarkabla  rasiliaaeo  aad  ability  to  adapt  to  tha  aaw  world.'  -Wa 
ara  oomplyiag  to  OATT  aad  Uruguay  Round  Traatias  aad  are,  in  a 
proeeasadf  yat  deliberate,  manner,  rameving  protective  tariffs  - 
libaratiag  our  aeoaoaqr* 

She  oauBj|;||^  off  ara  aatciting  potential  in  project  management, 
fiaaaeiat;ji|tv[ieaa<  infrastructure,  and  maav  other  fiolda  coaaactod 
to  tha  laini'ifMm  saooaatruetion  and  davilloiinHtf  ^fbrt. 

na  know  that  thaaa  aaads  can  only  be  met  la  a  sustainable  way  if 
wa  build  an  aeonooiy  irtiieb  is  strong,  internationally  ooiipatitiTa 
and  eapabla  of  high  ratea  of  growth  ovar  a  long  pariod  of  tiaa. 
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It  also  has  to  bm  nentlonad  that  the  anphaais  on  and  cosoLLtaMnt  to 
raeonatruction  and  developiKent  praidnt  the  govemaent  with  its  moat 
aerloua  challenget  putting  into  place  efficient  and  effective 
delivery  ayatsnt.  South  Africa  is  in  need  of  a  delivery  miracle 
la  areaa  such  as  housing,  primary  eduaation,  health  oare,  baaie 
•ervlces  and  job  creation. 

COHCLDBIOKl 

Nov  ia  the  tine  to  invest.  Pricea  are  lov  and  there  la  great 
Interest  in  the  South  African  marlcet.  The  South  Afrlean  Govemaent 
is  keen  to  encourage  and  aupport  these  Initlativea . 

I  vould  like  to  conclude  with  these  words i  Defflocraey  in  Soutl^ 
Africa  is  already  bearing  fruit.  Ve  now  need  to  ensure  that  allf 
our  people  can  share  the  crop.  It  is  in  the  interest  of  the  U8ft 
to  do  business  with  this  young  buoyant  deaecraoy.  It  is  both 
morally  good  as  well  as  eeenoaically  wise.  South  Afxioa  ia  OtW 
FOR  BQSmSS  and  we  are  very  keen  to  do  buainess  with  the  U8  and 
to  invite  the  US  to  beeooe  fully  engaged  in  the  moat  exciting 
project  of  our  tlnef  the  building  of  a  free,  non-racial,  deaocratie 
South  Africa  and  a  naw  exciting  growth  region  of  100  Billion  people 
in  Southern  Africa. 
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TESTIMONY  OF  SUSAN  P.  STROMMER 

HEARING  ON  GLOBAL  TRADE  OPPORTUNITIES 

CHAIRED  BY  THE  HONORABLE  EVA  M-  CLAYTON 

WILMINGTON,  NORTH  CAROLINA,  JUNE  23,  1995 


Good  morning.  My  name  is  Susan  Strommer.   I  am  a  paitna  in  the  law  firm  of 
Powell,  Goldstein,  Frazer  and  Murphy  in  Washington,  D.C.  where  I  specialize  in  our  firm's 
international  business  practice.  I  wish  to  thank  Congresswomen  Clayton  and  the  oth» 
distinguished  Members  of  Congress  on  the  panel  for  the  opportunity  to  speak  to  you  today.  I 
commend  your  commitment  to  promoting  American  business  and  especially  your 
encouragement  of  its  endeavors  abroad,  where  opportunities  in  world  markets  are  currently 
expanding  at  a  remarkable  rate.   Our  firm  has  helped  both  small  start-up  companies  and  large 
established  companies  open  up  foreign  markets  through  subsidiaries,  joint  ventures, 
distributorships,  licensing  agreements,  and  other  creative  business  relationships.   I  believe 
strongly  in  free  trade,  because  I  firmly  believe  that  American  ingenuity  and  innovation  will 
lead  our  businesses  to  unprecedented  world-wide  success  if  international  trade  barriers  are 
eliminated.   I  think  the  challenge  for  Congress  and  the  Administration  is  to  promote  American 
products  and  services  abroad  and  tear  down  the  trade  barriers  that  stand  in  their  way.  In  view 
of  our  special  guest.  South  African  Ambassador  Franklin  Sonn,  I'd  like  to  acknowledge  South 
Africa's  bold  step  last  week  in  announcing  that  they  will  cut  tariffs  on  a  very  important  North 
Carolina  product:  textiles.   They  also  annoimced  cuts  in  tariffs  on  automobiles,  confirming 
their  movement  toward  free  trade.  We  should  encourage  this  trend,  not  just  in  South  Africa, 
but  in  all  of  the  countries  with  which  we  trade. 

It  is  particularly  fitting  that  this  hearing  be  held  in  North  Carolina,  a  state  that  has 
experienced  record  growth  in  exports  and  foreign  investment  and,  through  several  of  its  state 
and  local  groups  and  agencies,  is  extraordinarily  committed  to  supporting  the  efforts  of  its 
businesses  to  expand  overseas.   The  State  truly  has  a  wealth  of  resources  and  well-organized 
programs  which  allow  businesses  of  all  sizes  to  identify  and  access  global  trade  opportunities. 
This  success  is  measured  by  the  fact  that  exports  originating  in  North  Carolina  grew  by  over 
20%  in  value  between  1993  and  1994  and  the  fact  that  North  Carolina  currratly  ranks  10th 
nationally  in  the  value  of  total  exports  for  1994." 


"  North  Carolina  World  Trade  Index,  cited  in  Wachovia  Bank  News  Announcement  (March 
20,  1995). 
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THE  GLOBAL  MARKETPLACE 

My  work  and  that  of  the  international  practice  group  at  my  firm  centers  around 
advising  companies  of  all  sizes  on  a  wide  variety  of  cross-border  corporate,  commercial  and 
financial  transactions  in  the  increasingly  globalized  world  economy.   Historically,  U.S. 
companies  have  been  blessed  by  a  large  domestic  market  and  have  not  been  compelled  to  look 
beyond  their  borders.   This  trend,  however,  is  changing.   Advances  in  technology,  agreements 
to  lower  international  barriers  to  trade,  the  cost  efficiencies  of  sourcing  across  many  areas  of 
the  world,  as  well  as  various  other  factors  have  changed  the  terms  of  competition  for 
businesses  of  all  sizes.   By  the  year  2010,  world  imports  of  our  trading  partners  are  expected 
to  exceed  $5  trillion  ~  an  increase  in  real  terms  of  more  than  $2  trillion  over  today's  levels. 
Some  four  billion  new  consumers  wUl  require  the  kinds  of  products  and  services  the  U.S.  can 
supply.^ 

In  today's  world,  as  countries  gain  stability  and  strength  through  political  change, 
technology  transfer,  and  foreign  aid,  their  demand  for  every  type  of  U.S.  product  increases. 
The  U.S.  is  an  efficient  producer  and  technology  leader  in  many  areas.    Cross-licensing  among 
companies  has  also  resulted  in  technologies  which  are  likely  to  originate  from  many  different 
jurisdictions.   Knowing  how  to  manage  both  the  demands  and  opportunities  that  the  global 
marketplace  presents  is  a  vital  skill  for  American  business. 


ISSUES  TO  CONSroER  FOR  SMALL  BUSINESS 
EXPANDING  INTERNATIONALLY 

Small  businesses  demonstrate  many  of  the  characteristics  most  conducive  to  success  in 
today's  globalized  economy  based  on  their  strengths  in  innovation  and  flexibility  to  respond  to 
market  demands.   Small  businesses  can  and  should  take  advantage  of  the  global  marketplace. 
Nevertheless,  it  is  understandable  that  small  businesses  may  find  their  first  steps  into  this 
market  daunting  ones.   There  are  many  areas  and  issues  associated  with  international  trade  and 
business,  which  all  need  to  be  addressed  by  any  firm  that  seeks  to  take  advantage  of 
opportunities  abroad.    Powell,  Goldstein  has  worked  with  many  start-up  companies  to  help 


^         National  Export  Strategy:  Annual  Report  to  the  U.S.  Congress  1994,  cited  in  U.S. 
Department  of  Commerce,  International  Trade  Administration,  Business  America,  vol.  115, 
no.  9  at  p.  3  (October  1994). 
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them  identify  key  international  opportunities,  devise  effective  marketing  stiat^ies  and 
implement  the  appropriate  distributicm,  licensing,  joint  venture,  or  subsidiary  arrangements,  as 
well  as  various  combinations  of  these  structures,  for  successful  international  operations.   In 
identifying  business  opportunities,  our  key  resource  has  been  our  existing  contacts  with  foreign 
government  officials,  as  well  as  a  network  of  international  attorneys  and  business  people  in 
emerging  markets  such  as  South  Africa,  India,  Turkey,  China,  Bulgaria,  Mexico,  and  Latin 
America.  We  have  worked  with  all  types  of  companies,  from  manufacturers  of  truck-bed 
liners  to  high  technology  computer  software  in  all  parts  of  the  country.   As  an  example,  we 
assisted  a  computer  peripherals  company  to  grow  its  U.S.  and  international  business  by  setting 
up  distribution  and  licensing  agreements  in  over  60  countries.   Once  die  company  had  entered 
these  markets  and  tested  the  demand  for  its  product,  we  helped  it  establish  a  local  presence 
through  supply  and  service  centers  in  the  U.K.  and  Hong  Kong,  as  well  as  eight  otho' 
coimtries  in  Europe  and  Latin  America  to  support  its  network  of  distributors  and  resellers. 
The  business  structures  range  from  joint  ventures  with  firms  already  well  involved  in  the 
market  to  subsidiaries  or  branches.   In  addition,  once  the  company  had  a  local  presence, 
management  of  the  company's  relationships  in  these  other  countries  involved  attention  to  more 
complex  issues  such  as  intellectual  property  protection,  tax,  labor,  leases,  corporate 
governance  and  other  business  concerns,  which  we  were  also  asked  to  handle. 

For  most  small  companies,  gaining  a  foothold  through  a  distribution  or  other  licensing 
arrangement  to  introduce  its  products  into  a  market  is  both  a  plausible  and  relatively  simple 
first  stq).   Arranging  a  network  for  international  operations  once  the  products  prove  successfiil 
can  then  be  implemented  fairly  quickly.  What  is  crucial,  however,  is  identifying  the  factors 
involved  in  a  business  decision  to  commit  to  a  certain  market  as  well  as  accessing  the 
resources  that  will  facilitate  both  the  analysis  and,  ultimately,  the  company's  entry  into  an 
identified  market.   Our  in-house  consulting  arm,  Powell  Goldstein  International  Consulting,  is 
instrumental  in  conducting  reliable  market  research  through  direct  contact  with  government 
officials  and  agencies  monitoring  world  markets.   The  following  are  a  few  of  the  key  issues 
our  firm  urges  businesses  to  consider: 

•         Identify  the  markets  that  offer  the  peatest  potential  for  vour  company's  products. 

Get  the  trade  statistics  and  market  indicators  to  determine  whether  there's  a  healthy 
market  for  your  company's  product.  Information  on  consumo^  demand  and  preferences 
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based  on  culture,  demographics,  the  political  and  regulatory  environment,  and  market 
growth  potential  are  also  crucial  to  ascertain. 

As  a  first  step,  consider  looking  at  ten  countries  which  the  U.S.  Commerce  Department 
has  identified  as  "Bip  Emerging  Markets'. 

These  countries  are  China  and  its  Economic  Area,  India,  Turkey,  Mexico,  Brazil, 
Indonesia,  South  Korea,  South  Africa,  Argentina  and  Poland.  Their  markets  are 
expected  to  account  for  over  40%  of  global  imports  over  the  next  20  years  and  offer 
major  opportunities  for  American  exporters. 

Identify  your  potential  competitors  currently  serving  the  market  and  consumer  needs. 

A  business  must  identify  current  suppliers  of  the  same  or  similar  products  in  the 
market,  the  level  of  saturation  of  the  market,  and  what  product  modifications  may  be 
required  to  satisfy  consumer  needs  and  preferences. 

Be  prepared  to  modify  your  product  to  suit  the  market,  if  necessary. 

Perhaps  the  most  often-made  recommendation  by  small  businesses  successfully  engaged 
and  remaining  competitive  in  international  trade  is  to  retain  the  flexibility  necessary  to 
tailor  the  product  to  the  market.   Finding  a  niche  for  your  products  is  the  fastest  and 
most  reliable  way  of  creating  a  profitable  international  operation. 

Identify  the  barriers  to  trade  in  the  market. 

Both  formal  and  informal  barriers  must  be  identified.  These  are  not  only  legal  or 
r^ulatory  barriers,  but  practical  business  barriers  that  require  either  a  partner  familiar 
with  the  "system'  or  some  local  knowledge.  External  barriers  include  ^jplicable 
tarififs,  export  controls  and  other  trade  r^ulations.  Seek  crucial  advice  on  the  use  of 
piefeiential  taiifif  programs,  duty  drawback  programs,  foreign  trade  zones  and  bonded 
warehouses  for  your  export  trade.  In  addition,  some  £uniliarity  with  shq)ping  and 
payment  structuring  through  banks  is  necessary.  Our  firm  is  consistently  engaged  in 
analyzing  compliance  widi  customs  i^ulations  and  trade  restrictions  for  larger 
companies  sudi  as  Catopillar,  Inc.  and  once  smaller  companies  such  as  RoQer  Blade, 
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as  well  as  obtaining  the  proper  authorizations  and  licensing  for  their  activities.   As  part 
of  this,  we  are  also  oftoi  involved  in  the  next  stage  of  a  company's  future  corporate 
planning  so  that  sourdng  decisions  are  designed  to  allow  a  company  to  take  fiill 
advantage  of  the  efficiencies  available  in  world  markets. 

•  Identify  the  best  types  of  business  relationships  and  structures  to  establish  in  light  of 
your  company's  current  needs  and  goals. 

For  companies  entering  a  new  market,  the  advantage  of  a  local  distributor  or 
representative  fanuliar  widi  local  practices  and  networks  may  be  very  important.  If 
more  of  a  commitment  is  advantageous  and  preferable  for  your  company,  joint  ventures 
or  other  types  of  investments  in  the  host  country  can  be  explored. 

•  If  your  knowledge  of  the  markrt  and  local  business  practices  is  minimal,  identify  a 
local  partner  that  can  help  manage  these  issues. 

Internal  barriers  include  local  laws  on  issues  such  as  labor  and  requirements  regulating 
distribution  and  marketing,  as  wdl  as  national  customs  and  business  practices. 
Addressing  these  issues  often  requires  assistance  from  a  country  expert  or  entity  with 
local  contacts  to  advise  on  the  practical  mechanics  of  engaging  in  business  in  the  local 
market.   This  is  where  other  arrangements  such  as  a  sales  representative,  licensing  or 
distribution  relationship  with  a  local  entity  can  be  particularly  useful. 

•  Obtain  information  on  foreign  government  incentives  or  export  promotion  programs 

Governments  of  developing  countries  seeking  particular  technologies  or  products  will 
often  encourage  investment  by  foreigners  in  order  to  increase  their  own  exports  and 
expand  their  production  base.  Incentives  include  exemptions  from  many  of  the  foreign 
investment  regulations  as  wdl  as  certain  tax  holidays.  For  example,  India  has  selected 
several  "High  Priority  Industries"  for  special  treatment.  These  include  over  30 
categories  of  industry  such  as  metallurgical  industries,  industrial  machinery,  agricultural 
machinery,  scientific  and  electromedical  instruments,  fertilizers,  plate  glass,  ceramics, 
prefabricated  building  materials,  soya  products,  certain  food  processing  machinery  and 
many  others.  In  such  cases,  ttie  government  issues  automatic  approval,  for  foreign 
technology  agreements  and  direct  foreign  investment  of  up  to  51%. 
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•  Identify  key  financing  and  insurance  programs  available  to  businesses  or  particular 
industries  seeking  to  export  or  invest  abroad. 

There  are  several  sources  of  funding  and  financing  on  the  federal,  state  and  local  level 
available  to  small  businesses  for  everything  from  feasibility  studies  to  direct  loans  or 
guarantees  for  transactions  and  working  capital.  We  have  helped  clients  obtain 
financing  through  several  U.S.  government  entities  as  well  as  multilateral  development 
institutions  such  as  the  World  Bank,  the  International  Finance  Corporation  (IPC),  which 
offers  debt  and  equity  assistance  to  companies  making  investments  in  developing 
countries,  and  the  European  Bank  for  Reconstruction  and  Development  (EBRD),  which 
provides  direct  loans,  loan  guarantees  and  equity  investments  to  investors  mainly 
looking  at  the  former  Soviet  Union  and  Eastern  Europe.   The  U.S.  Export-Import  Bank 
(Eximbank),  which  has  several  regional  offices,  will  work  directly  with  state  and  local 
government  agencies  to  offer  counseling  programs  and  financial  assistance  from 
commercial  lenders.   Its  working  capital  guarantee  program  is  specifically  geared  to 
help  small  and  medium-sized  businesses  obtain  critical  pre-export  financing  from 
commercial  lenders.   It  also  offers  several  direct  loan  programs  and  export  credit 
insurance  programs  to  cover  political  and  commercial  risks  on  export  receivables.   The 
Small  Business  Administration  is  another  federal  agency  that  provides  consulting 
services,  pre-export  working  capital  guarantees  and  loans  to  U.S.  small  businesses  for 
international  trade  and  business  development  assistance.    As  I  will  mention  later, 
proposals  to  cut  government  funding  to  U.S.  entities  such  as  Eximbank  and  the 
Overseas  Private  Investment  Corporation  (OPIC),  which  also  provides  significant 
investment  and  export  information  as  well  as  assistance  to  U.S.  companies  for  larger 
projects,  would  seriously  hamper  the  momentum  small  businesses  need  to  begin  and 
maintain  competitive  foreign  trade  operations. 

•  Throughout  the  project,  identify  what  advisers  or  sources  of  information  are  most 
useful. 

As  a  first  step,  conducting  market  research  can  be  done  in  a  variety  of  ways.   Success 
in  new  markets  often  depends  most  on  reliable  information  and  trustworthy  partners. 
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Use  the  U.S.  Commerce  Department  and  its  Icxal  offices  to  obtain  basic  country 
and  market  information  as  well  as  counseling  from  trade  experts  on  an  export  or 
foreign  investment  propam. 

The  Department  of  Commerce  and  its  regional  and  local  oftices  compile 
statistics  and  reports  that  track  market  conditions  and  other  criteria  on  potential 
markets.   Consultations  with  various  trade  specialists  at  the  Department  of 
Commerce  and  through  other  local  sources  of  information,  such  as  the  North 
Carolina  World  Trade  Center  which  coordinates  with  most  agencies  in  the  State 
to  provide  information,  are  quite  reliable,  as  well  as  the  cheapest  and  most 
accessible  resource  for  small  businesses  at  this  first  stage. 

Contact  the  local  Small  Business  Administration  Office. 

State  Commerce  Department  offices  and  the  Small  Business  Administration  have 
joined  forces  to  effectively  assess  the  needs  of  small  business  and  coordinate 
their  responses  to  those  needs  through  central  export  assistance  centers. 

Consider  using  the  expertise  and  resources  of  a  law  firm  experienced  in  handling 
international  relationships  to  set  up  arrangements  and  help  assure  compliance 
with  U.S.  and  foreign  laws. 

Once  potential  markets  and  partners  are  identified,  establishing  and  monitoring 
various  relationships  can  be  achieved  through  the  expertise  and  networks  of  law 
firms  familiar  with  handling  the  problems  and  prospects  of  business  relationships 
at  all  levels  and  sizes  world-wide.  It  is  important  to  realize  that  there  are  many 
programs  and  agencies  that  monitor  and  regulate  U.S.  exports  and  foreign 
investments.   Navigating  through  the  relevant  regulations  and  obtaining  the 
proper  authorizations  and  approvals  is  critical.  Issues  such  as  the  Treasury 
Dqnrtment's  Foreign  Assets  Control  Program,  anti-boycott  r^ulations, 
international  antitrust  problems,  and  the  Foreign  Corrupt  Practices  Act  should 
all  be  addressed.  In  addition,  various  other  federal  agencies  may  become 
involved  depending  on  the  specific  product  at  issue.  We  have  woriced  widi 
many  companies  of  all  sizes  to  clarify  the  requirements  of  diese  various 
itgulations. 
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GOVERNMENT  SOURCES  OF  INFORMATION  AND  ASSISTANCE  TO 
SMALL  BUSINESS  ON  INTERNATIONAL  TRADE 

The  U.S.  Department  of  Commerce  has  redirected  its  focus  on  trade  promotion  to  state 
by  state  exports.   Consequently,  state  Commerce  Departments  and  other  state  government 
of^ces  have  taken  on  many  economic  developm«it  responsibilities.   The  international 
marketplace  has  become  a  major  focus  of  state  programs  with  respect  to  both  trade  and 
investment.    This  form  of  outreach  by  the  government  is  especially  useful  because  the 
resources  are  easily  accessible.   For  example  North  Carolina's  Departmoit  of  Commerce 
International  Trade  Administration  offers  qualified  trade  specialists  who  are  able  to  walk  a 
company  through  the  analysis  and  decision-making  process  that  companies  should  examine 
before  thinking  about  exporting.  In  addition,  its  overseas  offices  in  Germany,  Canada, 
Mexico,  Japan  and  Hong  Kong  have  been  established  specifically  to  aid  exporters  as  well  as 
attract  foreign  investment  to  the  state.   States  are  also  able  to  offer  alternative  financing 
subsidies  and  support  for  job  training,  as  well  as  assistance  for  modest  projects  including  joint 
ventures  and  licensing  arrangements.   Tapping  into  these  resources  is  key  for  local  industries 
and  businesses. 


FEDERAL  PROGRAMS  AND  GOVERNMENT  PRACTICES 
TO  AID  FOREIGN  TRADE 

Commerce  Secretary  Ron  Brown  and  the  Clinton  Administration  have  been  particularly 
active  in  promoting  U.S.  foreign  trade  opportunities  at  the  federal  level.  The  U.S.  &  Foreign 
Commercial  Service  arm  of  Commerce,  specifically  established  to  aid  U.S.  business  interests 
abroad,  is  particularly  useful  because  it  establishes  a  local  point  of  contact  with  an  agency  in 
the  host  country  that  maintains  U.S.  interests  as  its  primary  concern.  Problems  that  can  result 
in  huge  losses  to  American  business  abroad  can  often  be  dealt  with  more  quickly  and 
effectively  by  experienced  personnel  located  within  the  country.   In  addition,  this  agency  is 
crucial  to  many  small  and  medium-sized  businesses  that  are  looking  to  break  into  markets.  It 
can  act  as  an  advocate  on  their  behalf  for  purposes  of  both  financing  and  entering  into 
negotiations  on  investment. 

The  Administration  has  also  initiated  an  effort  to  aid  small  business  through  the 
institution  of  procedural  reforms  to  the-export  control -system.   The  complexity  and  costs 
associated  with  compliance  with  government  regulations  on  exports  are  often  prohibitive  for 
small  business.   Important  actions  such  as  the  liberalization  of  controls  on  computers  and 
telecommunications,  reduction  of  the  number  of  export  licenses  required,  and  the  imposition  of 
strict  time  limits  for  review  of  applications  have  been  very  beneficial.  The  Administration's 
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continued  promotion  of  U.S.  standards  in  the  international  harmonization  of  standards  effort  and 
future  inter-agency  analysis  to  eliminate  duplicative  licensing  requirements  will  also  be  of 
critical  importance.   The  Administration's  recognition  of  these  issues  and  efforts  to  both  reduce 
the  obligations  and  streamline  the  process  are  definitely  steps  in  the  right  direction. 

At  the  same  time,  certain  initiatives  in  Congress  might  serve  as  barriers  to  the  ability  of 
small  business  to  enter  the  international  marketplace.   I  would  like  to  comment  briefly  on 
certain  proposals  connected  with  the  Republican  initiative  to  dismantle  the  Department  of 
Commerce  that  I  feel  should  be  reconsidered  in  light  of  their  effects  on  the  competitiveness  of 
American  business. 

First,  I  believe  the  suggested  termination  of  the  International  Trade  Administration's 
trade  development  functions  would  have  serious  consequences  if  companies  are  not  able  to 
obtain  the  vital  assistance  they  need  to  take  advantage  of  global  opportunities  for  trade  and 
investment.  In  addition,  certain  government  funded  programs,  such  as  Eximbank  and  OPIC 
described  above,  will  be  seriously  jeopardized  by  cuts  in  funding.   This  will  make  it  extremely 
difficult  for  American  business,  and  especially  small  businesses  that  lack  necessary  resources 
and  expertise,  to  enter  the  international  arena.   To  the  extent  that  the  terms  of  competition  have 
now  moved  to  the  global  arena,  removing  government  support  for  access  to  this  arena  will  tilt 
the  playing  field  against  U.S.  businesses. 

Finally,  the  current  Republican  proposal  to  fold  the  functions  of  the  Bureau  of  Export 
Administration  into  the  State  Department  may  have  serious  consequences  for  industry's  access  to 
the  federal  government  on  policy  issues.   It  is  important  that  industry  be  represented  by  an 
entity  that  is  dedicated  to  its  concerns  and  can  effectively  handle  complex  export  issues  as  they 
arise.   Because  the  State  Department  is  focused  on  much  broader  foreign  policy  concerns, 
industry's  voice  and  the  attention  to  its  particular  concerns  will  be  lessened. 

Since  the  American  economy  relies  on  the  competitiveness  of  its  industries,  initiatives 
that  reduce  support  for  businesses  should  be  re-considered.   It  is  in  the  U.S.  interest  to  see  that 
both  international  opportunities  and  the  voice  of  American  business  be  promoted  and 
strengthened. 

Thank  you  for  your  attention.  I  would  be  happy  to  answer  any  questions  you  may  have. 
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TESTIMONY 


House  Committee  on  Small  Business 

Sub-Committee  on  Procurement,  Exports,  and  Business  Opportimities 

My  name  is  Robert  Sutter,  I  am  the  Chief  Executive  Officer  of  the  North  Carolina  Peanut  Growers 
Association.  I  represent  4,000  Peanut  farmers  in  North  Carolina.  We  welcome  you  all  to  North 
Carolina.  I  think  it  is  most  appropriate  that  the  Committee  on  Small  Business  hold  a  field  hearing 
here  in  Eastern  North  Carolina  where  the  Family  Farm  is  the  backbone  of  many  local  economies. 
Here  and  in  the  U.S.  ,  the  average  peanut  farm  is  98  acres.  In  North  Carolina,  150,000  acres  of 
peanuts  are  planted  annually  with  production  averaging  420,000,000  pounds.  The  value  of  the 
peanut  crop  to  North  Carolina  exceeds  $145  million.  That  may  sound  like  big  business  but  for  the 
individual  family  farmer  they  are  accurately  described  as  small  business. 

I  would  be  remiss  if  I  let  this  opportimity  pass  without  expressing  to  you.  Members  of  Congress, 
the  extreme  importance  of  the  Peanut  Program  to  the  Family  Fanner  in  North  Carolina  and  the 
Nation  I  appreciate  and  applaud  the  efforts  of  your  Committee  to  protect  the  interests  of  small 
business.  When  looking  for  ways  to  improve  conditions  for  small  business,  there  is  no  better  way 
to  ensure  continued  viability  of  the  basic  small  business;  that  being  the  family  farm,  than  to  support 
the  Peanut  Program  as  well  as  other  current  farm  programs.  The  focus  of  your  Subcommittee  on 
exports  and  business  opportunities  is  right  on  target  as  far  as  the  farmers  of  this  Nation  are 
concerned. 

In  North  Carolina,  approximately  35%  of  our  production  is  non-quota  production  that  is  destined 
for  the  export  market.  That  is  a  significant  amoimt  which  depends  on  foreign  demand  for  US 
peanuts,  and  the  strength  of  that  demand  determines  the  price  producers  receive  for  exported 
peanuts.  Most  of  the  exported  production  is  contracted  for  export  before  harvest  at  a  price  that 
reflects  post  harvest  demand.  How  c^  you  help?  There  are  two  important  programs  that  have  been 
very  successful  in  the  past  and  I  ask  you  to  support  funding  for  both  of  them  in  the  future  Those 
programs  are  the  Foreign  Market  Development  (FMD)  and  the  Market  Promotion  Program  (MPP). 

Since  1978  the  National  Peanut  Council  of  America/NPCA,  whose  membership  includes  growers 
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and  shelters,  has  represented  us  in  our  efforts  to  sell  to  the  export  market.  NPCA  has  participated 
in  the  Foreign  Market  Development  and  Market  Promotion  Program  since  1978  and  1986 
respectively. 

The  FMD  program  is  funded  through  the  Foreign  Agricultural  Service.  This  program  is  of  utmost 
importance  in  developing  markets.  The  funds  must  be  used  for  overseas  administration,  travel  or 
projects.  Because  of  these  monies,  NI*CA  is  able  to  staff  an  office  in  London,  which  serves  as  a 
base  of  operations  in  the  European  market.  These  funds  are  also  used  for  trade  servicing, 
publications,  market  surveys,  and  technical  meetings  and  seminars.  This  program  aids  in 
communicating  the  message  that  the  U.S.  has:  1 )  Ever  improving  quality;  2)  The  best  service  to  the 
customer;  3)  Technical  support  and  iimovation;  and  4)  an  aggressive  and  focussed  promotional 
support  staff.  The  funding  for  FMD  provides  the  foundation  for  other  promotional  activities. 

The  Market  Promotion  Program  (MPP)  has  allowed  the  National  Peanut  Council  of  America  to 
greatly  expand  promotional  programs  in  key  target  markets.  Since  our  industry's  principal  exports 
are  of  semi-processed  peanuts  -  raw  shelled  peanuts,  inshell  peanuts  and  shelled  blanched  peanuts  - 
our  principal  customers  are  those  companies  overseas  which  further  process  our  peanuts  into  salted 
nuts,  peanut  butter  and  confectionery  products.  We  have  developed  cooperative  branded 
promotional  programs  with  these  customers  in  our  key  target  markets.  Since  most  of  our  exported 
products  cannot  be  sold  directly  to  consumers,  we  must  rely  heavily  on  these  customers  to  market 
and  promote  our  peanuts  directly  to  the  consumer.  To  restrict  branded  cooperative  promotion  and 
limit  our  efforts  to  generic  peanut  promotion  would  result  in  possibly  promoting  peanuts  of  other 
origins  because  U.S.  peanuts  are  not  the  only  peanuts  in  the  market.  MPP  funds  are  used  for  a 
variety  of  cooperative  trade  and  consumer  promotional  campaigns  such  as  media  advertising,  in- 
store  demonstrations,  and  point-of-sale  materials. 

Cooperators  enter  in  to  cooperative  marketing  agreements  and  agree  to  purchase  and  pack 
exclusively  U.S.  peanuts,  and  must  display  the  USA  Quality  logo  on  their  packages  and  all 
promotional  materials.  The  cooperator  must  provide  at  least  S0%  of  the  cost,  but  in  most  cases 
provides  considerably  more. 
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In  1987,  NPCA  launched  a  new  program  to  promote  peanut  products  processed  in  the  United  States. 
This  effort  has  focused  on  markets  where  local  processing  is  limited  or  non-existent.  We  have  been 
successful  in  introducing  peanut  butter  in  Saudi  Arabia  -  now  the  largest  export  market  for  U.S. 
peanut  butter.  Sales  to  Korea,  Taiwan  and  Hong  Kong  are  steadily  increasing.  This  effort  has 
expanded  exports  of  value-added  peanut  products  to  20%  of  total  peanut  exports.  Since  inception, 
the  program  has  increased  the  exports  of  peanut  butter  86%  to  20,620,600  pounds. 

We  have  made  great  strides  in  developing  markets  for  U.S.  peanuts  in  Europe,  Canada  and  Japan, 
however  these  markets  are  stagnant.  There  has  been  no  growth  and,  and  ,  in  fact,  in  some  markets 
there  is  a  troubling  decline  in  imports.  As  we  look  to  the  21st  century  and  attempt  to  formulate 
effective  marketing  strategies,  we  must  look  at  developing  countries  which  now  account  for  70% 
of  the  world's  population  and  increasing.  China  alone  will  add  14  million  people  per  year. 

These  markets  are  very  hard  to  penetrate.  MPP  and  FMD  are  absolutely  necessary  if  we  are  to  be 
successful  in  promoting  the  use  of  U.S.  peanuts.  Demand  is  flat  in  many  of  our  traditional  markets. 
If  the  peanut  industry  is  to  grow,  the  growth  must  come  in  these  new  markets.  MPP  is  more 
necessary  now  than  ever.  The  GATT  agreement  specifically  allows  countries  to  maintain  and 
increase  support  for  such  "Green  Box"  programs.  Other  countries  can  be  expected  to  do  so  to 
maintain  and  expand  their  share  of  the  world  market.  If  the  U.S.  pulls  back  from  supporting  their 
farmers,  markets  will  be  lost.  If  this  happens  U.S.  agriculture  will  suffer. 

If  you  want  to  help  small  business  find  new  opportunities  and  export  more  product,  then  I  know  of 
no  better  way  than  to  support  the  Market  Promotion  Program  and  the  Foreign  Market  Development 
Program. 

Thank  you  for  your  interest  in  small  business  and  agriculture  and  thank  you  for  coming  to  North 
Carolina.  Come  back  any  time. 
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Good  Morning.  My  name  is  Jacob  Falbaum  and  I  am  the  Manager  of  Maidenform,  Inc.'s 
Distribution  Center  in  FayetteviUe,  North  Carolina.  Elizabeth  J.  Coleman,  Chairman  and  Chief 
Executive  OfiBcer  of  Maidenform  Worldwide,  Inc.  had  intended  to  deliver  a  speech  to  you  today, 
but  because  she  was  unable  to  attend,  she  asked  that  I  read  it  to  you,  on  her  behalf  It  is  a 
pleasure  and  an  honor  to  be  here  today. 

Simply  put.  Exports  are  good  for  the  U.S.  economy.  All  too  often,  small  and  medium  sized  U.S. 
companies  are  used  to  looking  only  within  the  United  States  to  define  their  market  opportunities. 
However,  we  should  recognize  that  U.S. -made  consumer  and  household  goods  are  very  desirable 
to  consumers  outside  of  our  borders,  as  well. 

Maidenform  has  been  in  the  international  markets  since  before  World  War  11.  Until  recently,  we 
have  approached  the  foreign  markets  either  by  licensing  our  name  and  product  where  significant 
trade  barriers  existed,  or  by  exporting  to  these  foreign  markets.  As  trade  barriers  have  declined, 
we  have  grown  the  export  component  of  our  international  business.  Exports  represent  about  10% 
of  our  branded  sales,  and,  I  am  proud  to  say  that  all  exports  of  our  company  are  processed  and 
shipped  fi^om  our  Distribution  Center  in  FayetteviUe,  North  Carolina.  This  260,000  square  foot 
"state  of  the  art"  facility,  which  also  services  the  U.S.  Market,  was  built  in  1992  and  now  employs 
around  300  people.  Even  though  we  assemble  in  the  Caribbean,  we  have  found  that  for  every 
$1.000.000  we  add  in  export  sales,  we  create  8  jobs  in  the  United  States,  most  in  the  southeast. 
Our  facility  was  located  in  this  state  for  many  reasons,  including  its  easy  access  to  good  ports  for 
our  export  business. 

We  have  found  that  because  the  U.S.  market  is  a  relatively  mature  market,  our  best  overall 
growth  opportunity  lies  in  opening  and  developing  business  in  foreign  countries  where  U.S. 
branded  market  penetration  tends  to  be  lower  than  in  this  country.  Developing  a  strong  export 
business  is  particularly  important  because  the  business  cycles  in  other  countries  are  often  different 
fi'om  here.  Even  if  sales  slow  down  here,  instead  of  sitting  with  excess  inventory  or  having  idle 
factories,  we  can  continue  to  sell  and  ship  to  other  countries  where  the  economy  may  be  stronger, 
and  thus  we  will  be  able  to  continue  to  employ  our  workers.  Our  export  business  is  growing 
significantly.  As  an  example,  while  exports  generally  represent  10%  of  our  branded  sales,  two 
weeks  ago  47%  of  our  branded  orders  were  generated  by  foreign  customers. 

Exports  are  not  just  for  high  technology  conglomerates,  but  an  opportunity  for  any  company,  no 
matter  how  large  or  small,  which  brings  special  added  value  or  quality  to  a  product.  As 
economists  worry  about  growing  trade  imbalances,  one  aspect  of  the  solution  is  for  more 
companies  to  consider  exporting.  Under  current  circumstances,  the  best  defense  may  be  a  good 
offense.  Enhancing  export  opportunities  has  been  the  approach  of  President  Clinton,  Commerce 
Secretary  Brown  and  Ambassador  Kantor.  The  very  fact  that  I  have  been  appointed  as  Vice 
Chair  of  the  President's  Export  Council  underscores  the  commitment  of  this  Administration  to 
broaden  its  export  push  to  include  an  understanding  of  the  issues  of  small  and  medium  sized 
consumer  goods  companies. 
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You  may  frequently  read  about  trade  battles  such  as  the  one  currently  ongoing  with  respect  to 
automobiles  and  automobile  parts  with  Japan.  However,  you  may  not  have  an  appreciation  for 
the  many  ways  in  which,  the  Department  of  Commerce's  International  Trade  Administration,  in 
particular,  on  a  shoe  string  budget,  has  been  working  diligently  to  open  markets  for  US  goods 
and  services.  For  example,  the  Commerce  Department  sponsors  and  helps  coordinate  the 
presence  of  U.S.  companies  at  Trade  Fairs  in  other  countries.  We  recently  participated  in  such  a 
fair  in  Brazil.  It  was  a  great  success.  Custom  duties  for  goods  exported  to  Brazil  were  recently 
as  high  as  80%.  Because  of  the  GATT  negotiations  which  have  been  completed,  duties  are 
dropping.  It  has  been  our  experience  that  while  not  optimal,  even  when  duty  rates  are  30  to  40%, 
a  high  quality  U.S.  consumer  product  can  sell  in  foreign  markets  because  there  is  a  foreign 
consumer  that  wants  to  buy  American  products 

Another  good  example  is  the  eifort  of  the  Administration  in  working  with  the  Government  of 
India  to  develop  a  mechanism  to  open  the  Indian  market  to  U.S.  consumer  goods,  including 
apparel.  This  has  been  a  difficult  issue.  Generally  most  consumer  products  were  placed  by  India 
on  what  is  called  a  "negative  restrictive  list".  These  are  products  that  couldn't  be  exported  to 
their  country.  Today,  both  countries  seem  to  be  embracing  the  concept  that  open  two  way  trade 
is  a  goal  to  be  achieved,  balanced  against  the  availability  of  foreign  currency  to  be  used  by  a 
country  for  imports.  As  has  been  reported  in  the  newspapers  over  the  last  year,  there  has  been 
definite  progress  towards  opening  that  market  to  U.S.  exporters  of  consumer  goods.  We 
anxiously  await  the  fruit  of  that  labor  in  practice  as  well  as  theory. 

A  negative  restrictive  list  is  one  example  of  a  broad  array  of  non-tariff  barriers  which  tend  to 
hinder  trade.  Another  example  is  the  lack  of  an  internationally  harmonized  labeling  law.  Because 
one  does  not  exist,  we  add  an  additional  label  to  virtually  every  unit  of  merchandise  we  ship  to 
meet  the  requirements  of  the  country  to  which  we  are  exporting. 

As  Vice  Chair  of  the  President's  Export  Council,  my  personal  goal  has  been  to  underscore  the 
significance  of  these  and  other  non-tariff  barriers  as  inhibitors  of  exports  by  small  and  medium 
sized  companies  and  to  make  those  issues  "top  of  mind"  in  the  advocacy  process.  The 
Department  of  Commerce  has  recognized  the  importance  of  Government  advocacy  of  exports  in 
its  dealings  with  foreign  countries,  and  the  administration  is  now  clearly  focusing  on  the  non-tariff 
barriers  as  part  of  that  process. 

In  conclusion,  let  me  reiterate  Maidenform's  commitment  to  export;  the  significance  of  export  to 
creation  of  jobs;  and  our  deep  respect  for  the  Commerce  Department's  commitment  to  job 
creation  through  export. 

Thank  you  again  for  the  honor  of  speaking  to  you  today. 
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